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The Tax Court of the United States 
Docket No. 49897 


MILFORD R. BAUMGARDNER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DOCKET ENTRIES 
1953 

July 31—Petition received and filed. ‘Taxpayer 
notified. Fee paid. 

Aug. 3—Copy of petition served on General 
Counsel. 

Sept.15—Answer filed by General Counsel. 

Sept. 15—Request for hearing in Los Angeles, filed 
by General Counsel. 

Sept.18—Notice issued placing proceeding on Los 
Angeles Calendar. Service of answer and 
request made. 

Nov. 2—Reply to answer filed by taxpayer. Copy 


served. 
1954 
Aug. 10—Hearing set Dec. 6, 1954, Los Angeles, 
California. 


Oct. 26—Notice canceling the hearing. 


1955 
Jan. 10—Hearing set March 21, 1955, Los Angeles, 
California. 
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Docket Entries—(Continued) 
1955 

Feb. 16—Motion for a continuance, filed by Gen- 
eral Counsel. 

Feb. 18—Hearing set 3/9/55, Washington, D. C., on 
respondent’s above motion. 

Mar. 9—Hearing had before Judge Kern on re- 
spondent’s motion for continuanee. 
Granted. 

Mar. 9—Order that respondent’s motion is granted 
and case is stricken from the Los Angeles 
calendar of 3/21/55 and continued to the 
7/5/55 Los Angeles calendar, entered. 

Mar. 25—Hearing set 7/5/55, Los Angeles, Cali- 
fornia. 

Apr. 18—Notice hearing date changed to 6/20/55, 
Los Angeles. 

June 21—Hearing had before Judge Black on peti- 
tioner’s oral motion to consolidate dockets 
49897, 49898 and 49899, granted; and on 
Court’s own motion to continue. Continued 
to next term. | 

June 21—Order that case is continued to next term 
in Los Angeles, California, entered. 

July 13—Tyranscript of hearing 6/21/55 filed. 

Aug. 4—Hearing set November 28, 1955, Los An- 
geles. 

Nov. 29, 30, 

Dee. 1—Hearing had before Judge Tietjens on the 
merits, on respondent’s motion to amend 
answer, granted. Stipulation of facts, mo- 
tion to amend and amendments to answer, 
filed at hearing. Served. Briefs 60 days 
from 12/1/55, 30 days thereafter, replies. 
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Docket Entries 


(Continued) 

1955 
Dee. 12—Transeript of hearing 11/29/55 filed. 
Dec. 12—Transcript of hearing 11/30/55 filed. 
Dec. 12—Transeript of hearing 12/1/55 filed. 


1956 

Jan. 27—Motion for extension to February 29, 1956, 
to file brief, filed by respondent. 1/30/56 
eranted. 

Feb. 24—Brief filed by taxpayer. 3/12/56 copy 
served. 

Feb. 28—Motion for extension to March 7, 1956, to 
file brief, filed by respondent. 2/29/56 
granted. 

Mar. 7—Respondent’s brief filed. 3/8/56 copy 
served. 

Mav 9—Memorandum findings of facet and opin- 
ion filed, Tietjens, J. Decision will be en- 
tered under Rule 50. Served 5/9/56. 

Aug. 28—Agreed computation filed. 

Aug. 29—Decision entered. Tietjens, J. Division 1. 
Served 8/30/56. 

Nov. 19—Petition for review by United States 
Court of Appeals, Ninth Circuit, filed by 
petitioner. 

Nov. 19—Statement of Points filed. 

Nov. 19—Designation of contents of record on re- 
view filed. 

Nov. 20—Proof of service of petition for review, 
statement of points and designation filed. 
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The Tax Court of the United States 
Docket No. 49899 


MILFORD R. BAUMGARDNER and PEARL E. 
BAUMGARDNER, Husband and Wife, 


Petitioners, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DOCKET ENTRIES 
1953 

July 31—Petition received and filed. Taxpayer 
notified. Fee paid. 

Aug. 3—Copy of petition served on General 
Counsel. 

Sept.15—Answer filed by General Counsel. 

Sept.15—Request for hearing in Los Angeles, filed 
by General Counsel. 

Sept.18—Notice issued placing proceeding on Los 
Angeles Calendar. Service of answer and 
request made. 

Nov. 2—Reply to answer filed by taxpayer. Copy 


served. 
1954 
Aug. 10—Hearing set Dec. 6, 1954, Los Angeles, 
California. 


Oct. 26—Notice canceling the hearing. | 
| 
| 


f 
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Docket Entries—(Continued) 
1955 

Jan. 10—Hearing set March 21, 1955, Los Angeles, 
California. 

Feb. 16—Motion for a continuance, filed by Gen- 
eral Counsel. 

Feb. 18—Hearing set 3/9/55, Washington, D. C., on 
respondent’s above motion. 

Mar. 9—Hearing had before Judge Kern on re- 
spondent’s motion to continue. Granted. 

Mar. 9—Order that respondent’s motion is granted 
and case is stricken from the Los Angeles 
calendar of 3/21/55 and continued to the 
7/3/55 Los Angeles, California, calendar, 
entered. 

Mar. 25—Hearing set 7/5/55, Los Angeles, Cali- 
fornia. 

Apr. 18—Notice hearing date changed to 6/20/55, 
Los Angeles. 

June 21—Hearing had before Judge Black on peti- 
tioner’s oral motion to consolidate dockets 

49897, 49898 and 49899, granted; and on 

Court’s own motion to continue. Continued 
to next term. 

June 21—Order that case is continued to next term 
in Los Angeles, California, entered. 

July 13—Transcript of hearing 6/21/55 filed. 

Aug. 4—Hearing set November 28, 1955, Los An- 
geles. 

Noy. 29, 30—Hearing had before Judge Tietjens on 
the merits. 
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Docket Entries—(Continued) 
1955 

Dec. 1—Stipulation of facts, filed at hearing. 
Briefs 60 days from 12/1/55 and replies 
30 days thereafter. 

Dec. 12—Transeript of hearing 11/29/55 filed. 

Dee. 12—Transcript of hearing 11/30/55 filed. 

Dee. 12—Transcript of hearing 12/1/55 filed. 

1956 

Jan. 27—Motion for extension to February 29, 1956, 
to file brief, filed by respondent. 1/30/56 
granted. 

Heb. 24—Brief filed by taxpayer. 3/12/56 copy 
served. : 

Heb. 28—Motion for extension to March 7, 1956, to 
file brief, filed by respondent. 2/29/56 
granted. 

Mar. 7—Respondent’s brief filed. 3/8/56 copy’ 
served. 

May 9—Memorandum findings of fact and opin- 
ion filed, Tietjens, J. Decision will be en- 
tered under Rule 50. Served 5/9/56. 

Aug. 28—Agreed computation filed. 

Aug. 29—Decision entered. Tietjens, J. Division 1, 
Served 8/30/56. 

Nov. 19—Petition for review by United States 
Court of Appeals, Ninth Circuit, filed by 
petitioners. 

Nov. 19—Statement of Points filed. 

Nov. 19—Designation of contents of record on re- 
view filed. | 

Nov. 20—Proof of service of petition for review, 
statement of points and designation filed. 
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The Tax Court of the United States 
Docket No. 49897 


MILFORD R. BAUMGARDNER, 
Petitioner, 
VS. 
DIRECTOR OF INTERNAL REVENUE, 
Respondent. 
PETITION 


The above-named petitioner hereby petitions for a 
redetermination of the deficiency set forth by the 
Director of Internal Revenue in his Notice of de- 
fidency (Symbols A:R:90D:LHP) dated May 11th, 
1953, and as a basis of his proceeding alleges as 
follows: 


(1) That petitioner is an individual residing at 
406 West 131st Street, Hawthorne, California. The 
returns for the period here involved were filed with 
the Collector for the 6th Collection District of Cali- 
fornia. 


(2) The notice of deficiency was mailed to the 
petitioner on May 11, 1953; a copy of the deficiency 
notice and so much of the statement contained 
therein as is material is attached hereto and marked 
Exhibit ‘‘A.”’ 


(3) The taxes in controversy are income taxes 
for the calendar years 1945 and 1947 in the agere- 
gate amount of $1,832.16, and penalty in the amount 
of $1,030.96. 
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(4) The determination of tax set forth in said 
notice of deficiency is based upon the following 
errors: 


(a) Respondent erred in determining petitioner 
realized a long-term capital gain in 1945 in the 
amount of $2,679.52 from the sale of a residence in 
lieu of $1,128.50 which was reported in petitioner’s 
income tax return. 


(b) Respondent erred in including in petition- 
er’s return for the year 1945 other income in the 
amount of $3,889.56. 


(c) Respondent erred in including in petition- 
er’s income for the year 1947 other income in the 
sum of $3,370.78. 


(d) Respondent erred in proposing to assess 
penalties for each of the years involved under the 
provisions of Section 293(b) and Section 294(d) (2) 
of the Internal Revenue Code. | 


(e) Respondent erred in proposing for assess- 
ment any deficiencies for either of the years in- 
volved for the reason that the same are now barred 
by the provisions of Section 275 of the Internal 
Revenue Code. 


(5) The facts upon which petitioner relies as the 
basis of this proceeding are as follows: 


(a) Petitioner realized in 1945 a long-term capi- 
tal gain on the sale of a residence in the amount of 
$1,128.50 and no more, which amount was reported. 
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This was community income and petitioner reported 
his one-half thereof in his return for that year. 


(b) Petitioner did not receive in the year 1945 
other income in the amount of $3,889.56, or in any 
other amount, which was not reported in his return. 


(c) Petitioner did not receive income in 1947 in 
the amount of $3,370.78, or any other amount, which 
was not reported in his return. 


(d) Petitioner’s returns for each of the years in 
question were true and correct at the time he filed 
them to the best of his knowledge and belief. These 
returns were not filed with the intent to defeat or 
evade any tax lability legally due; petitioner did 
not substantially underestimate his tax for either of 
the vears under declarations which he filed. 


(e) Petitioner filed his Federal income tax re- 
turn for the year 1945 on or about March 15, 1946, 
and filed his Federal income tax return for the year 
1947 on or about March 15, 1948. 


Wherefore, petitioner prays that the Court may 
hear this petition and determine: 


(1) That there are no deficiencies in income 
taxes for either of the years involved; and 

(2) That there are no penalties due and owing 
under the provisions of Sections 293 and 294 of the 
Internal Revenue Code. 

/s/ GEORGE BOUCHARD, 
Counsel for Petitioner. 
Duly verified. 
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EXHIBIT A 
Form 1234 


U. S. Treasury Department 
Office of the Director of Internal Revenue 
Head, Audit Division 
417 South Hill Street 
Los Angeles 13, California 


In replying Refer to: 
A:R:90D :LHP 
May 11, 1953. 
Mr. Milford R. Baumgardner, 
406 West 131st Street, 
Hawthorne, California. 


Dear Mr. Baumgardner: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
eember 31, 1945 and December 31, 1947, discloses a 
deficiency of $1,832.16 and $1,030.96 in penalties, as 
shown in the statement attached. Assessment of such 
deficiency or deficiencies has been made under the 
provisions of the internal revenue laws applicable 
to jeopardy assessments. 


In accordance with the provisions of existing in- 
ternal revenue laws notice is hereby given of the 
deficiency or deficiencies mentioned. 


Within 90 days from the date of the mailing of 
this letter you may file a petition with The Tax 
Court of the United States, at its principal address, 
Washington 4, D. C., for a redetermination of the 
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defiaency. In counting the 90 days vou may not ex- 
clude any day unless the 90th day is a Saturday, 
Sunday or legal holiday in the District of Columbia 
in which event that day is not counted as the 90th 
day. Otherwise Saturdays, Sundays and legal holi- 
days are to be counted in computing the 90-day 
period. 
Very truly yours, 


T. COLEMAN ANDREWS, 


Commissioner, 
By /s/ R. A. RIDDELL, 
Director. 
Enclosures: 
Statement 
Form 1276 
Statement 
A:R :90D :LHP 


Mr. Milford R. Baumgardner 
406 West 131st Street 
Hawthorne, California 


Tax Liability for the Taxable Years Ended December 31, 
1945, and December 31, 1947 


Summary of Deficiencies 


Penalties——_——_—_ 


Year Deficiency ogacb) 2042) (2) 
1945 Income tax............ $1,146.97 $573.49 & 13.00 
1947 Ineome tax............ 685.19 342.59 41.50 

$1,832.16 $916.08 $114.88 


Summary of assessments made under the provisions of In- 
ternal Revenue laws applicable to jeopardy assessments on April 
2, 1953, for the taxable vears ended Deeember 31, 1945, and 
December 31, 1947. 
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Penalties 
Sec. Sec. Interest to 
Year Deficiency 293(b) 294(da) (2) 4-2-53 
1945 Income tax......61,146.97 $573.49 $ 73.38 $485.12 
1947 Income tax...... 685.19 342.59 41.50 207.58 
ior ne $1,832.16 $916.08 $114.88 $692.70 


This determination of your income tax and penalty liability 
has been made upon the basis of information on file in this office. 


The above-mentioned penalties have been asserted in accord- 
ance with the provisions of the sections of the Internal Revenue 
Code shown above. 


It has been determined that during the calendar years 1945 
and 1947 taxable community income was received by you and 
your wife, Pearl KE. Baumgardner, in the amounts shown below 
which you failed to report in your income tax returns for the 
years mentioned : 


Amount Your Community % 

Year Received of Amount Received 
1 te $ 7,779.12 $3,889.56 
Mi 6,741.56 3,370.78 
Totdlss 1.08... $14,520.68 $7,260.34 


Your income for the calendar years 1945 and 1947 is in- 
creased herein by your community share of the above-mentioned 
amounts of unreported ineome. 


Adjustments to Income 
Taxable Year Ended December 31, 1945 


Adjusted gross income as disclosed by 
TRE} 16) EIR $2,372.75 


Additional income: 
(a) Long-term eapital gain inecreased..$ 775.51 


(b) Other income unreported................ 3,889.56 4,665.07 
Adjusted gross income as corrected............ $7,037.82 
Allowable deduction: 

(c) Standard deduction ..................---.-- 500.00 | 


Net income as determined....................--.----- $6,537.82 
| 
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Explanation of Adjustments 


(a) It has been determined that you realized a long-term 
capital gain of $2,679.52 from the sale of a residence during this 
taxable year, in leu of $1,128.50, the amount reported in your 
return, an increase of $1,551.02, vour community half of which 
is $775.51. 


(b) This adjustment has been previously explained. 


(ce) The standard deduction of $500.00 is allowed under the 
provisions of section 23(aa) of the Internal Revenue Code. 


Computation of Tax 
Taxable Year Ended December 31, 1945 


Net income as determined............................ $6,537.82 
ess: Surtax sexempviOns...................-....------ 1,000.00 
Meirbere Wiel WMCOMWIe:-._.................--.....----00: $5,037.82 
Ue $1,239.83 
Net income as determined...................---..---- $6,537.82 
Less: Normal tax exemption.......................- 500.00 
Net income subject to normal tax.............. $6,037.82 
DCN 2 (ole 181.14 
Worrect im@ome tax Nalbility........................ $1,420.97 
Income tax lability shown on return........ 274.00 
Weficienty Of income tax...................--.-.----- $1,146.97 
Penalty—see. 293(b), I.R.C. ..................--- $ 573.49 
Penalty—Sec. 294(d) (2), LR.C. ......--........ $ 73.88 


Adjustments to Income 
Taxable Year Ended Deeember 31, 1947 


Adjusted gross income as disclosed by return.............--.. 2, dow. al 
Additional income: 

@) Othernimeeime wtiteported................---d.-4----ccccseee 3,370.78 
Mdjusted eross income as corrected...............--.----n $6,326.69 
Allowable deduction: 

(i) Souder deduction -...........---.-.---..:s.---sseeeeee 500.00 


met Weome as determimed.....:.......cssscc..cte-.-cedesccveseneteee ced $5,826.69 
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Explanation of Adjustments 


(a) This adjustment has been previously explained. 
(b) The standard deduction of $500.00 is allowed under the 
provisions of section 23(aa) of the Internal Revenue Code. 


Computation of Tax 
Taxable Year Ended December 31, 1947 


Net income as determined..............-...--.------- $5,826.69 
DSS Tea sh OS 2 cs ee 1,000.00 
Balance, subject to surtax and normal tax $4,826.69 
Tentative tax@enit4:826.6922........222e $1,054.94 
ess o a... eee ee S........ 02.79 
Correct income fax liability 2 $1,002.19 
Income tax liability shown on return, 

accom NO, 2191601.........22.-.c-ceee: 317.00 
Wenmerency of income tax...........22 ee $ 685.19 
Penalty—Sec. 293(b), I.R.C. .-....-....---..------ $ 342.59 
Penalty—Sec. 294(d) (2), I.R.C. .......20...... $ 41.50 


Received and Filed July 31, 1953, T.C.U.S. 
Served August 3, 1953. 


The Tax Court of the United States 
Docket No. 49899 


MILFORD R. BAUMGARDNER and PEARL HE. 
BAUMGARDNER, Husband and Wife, 


Petitioners, 
Vs. 
DIRECTOR OF INTERNAL REVENUE, 
Respondent. 
PETITION 


The above-named petitioners hereby petition for 
a redetermination of the deficiency set forth by the 
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Director of Internal Revenue in his Notice of De- 
ficiency (Symbols A:R:90D:LHP) dated May 11, 
1953, and ‘as a basis of their proceeding allege as 
follows: 


(1) That petitioners are husband and wife and 
reside at 406 West 131st Street, Hawthorne, Cali- 
fornia. ‘he returns for the period here involved 
were filed with the Collector for the 6th Collection 
District of California. 


(2) The notice of deficiency was mailed to the 
petitioners on May 11, 1953; a copy of the deficiency 
notice and so much of the statement contained 
therein as is material is attached hereto and marked 
Exhibit °° A.”’ 


(3) The taxes in controversy are income taxes 
for the calendar years 1942, 1944, 1946, 1948, 1949, 
1950 and 1951 in the aggregate amount of $14,499.61 
and penalty in the amount of $9,568.43. 


(4) The determination of tax set forth in said 
notice of deficiency is based upon the following 
errors: 

(a) Respondent erred in increasing petitioners’ 
income for the year 1942 in the amount of $3,190.26. 

(b) Respondent erred in adding to petitioners’ 
income for the year 1944 the sum of $115.03 alleged 
to represent income received and not reported in 
their return. 

(c) Respondent erred in determining that peti- 
tioners realized a long-term capital gain during: the 
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year 1944 in the sum of $4,103.98 instead of $545.00 
reported in their return. 


(d) Respondent erred in increasing petitioners’ 
income for the rear 1946 in the amount of $8,071.16. 


(e) Respondent erred in increasing petitioners’ 
income for the year 1948 in the amount of $15,273.16. 


(f) Respondent erred in increasing petitioners’ 
income for the vear 1949 in the amount of $705.11 
alleged to represent income received and not re- 
ported in their return. 


(¢) Respondent erred in adding to income of 
petitioners for the year 1949 the sum of $723.55 al- 
leged to represent rental income received and not 
reported. 


(h) Respondent erred in increasing petitioners’ 
income for the vear 1950 in the amount of $22,065.94. 


(1) Respondent erred in increasing the income 
of petitioners for the year 1951 by the amount of 
$6,566.77. 

(j) Respondent erred in proposing for assess- 
ment penalties for each of the years in question 
under the provisions of Section 293(b) of the Inter- 
nal Revenue Code. 


(k) Respondent erred in proposing for assess- 
ment penalties for the years 1946, 1948, 1949, 1950 
and 1951 under the provisions of Sections 294(d)- 
(1)(a) and 294(d)(2) of the Internal Revenue 
Code. 
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(1) Respondent erred in proposing for assess- 
ment additional income taxes for the years 1942, 
1944, 1946, 1948 and 1949 for the reason that such 
assessment is now barred by the provisions of See- 
tion 275 of the Internal Revenue Code. 


(5) The facts upon which petitioners rely as the 
basis of this proceeding are as follows: 


(a) Petitioners did not receive income in the 
year 1942 in the amount of $3,190.26, or in any other 
sum, which was not reported in their return for that 
year. 

(b) Petitioners did not receive in the year 1944 
interest income in the amount of $115.03, or in any 
other sum, which was not reported on their return. 


(ec) Petitioners did not realize a long-term capi- 
tal gain of $4,103.98 from the sale of property in 
1944, but realized only the sum of $545.00, which 
was reported in their return. 


(d) Petitioners did not receive in the year 1946 
income in the amount of $8,071.16. or in any other 
amount, which was not. reported in their return for 
that vear. 

(e) Petitioners did not receive income in the 
year 1948 in the amount of $15,273.16, or in any 
other amount, which was not reported in their re- 
turn. 

(f) Petitioners did not receive interest income 
in the year 1949 in the amount of $705.11, or in any 
other amount, which was not reported in their re- 
turn. 
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(g) Petitioners did not receive in the year 1949 
net rental income in the amount of $723.55, or in 
any other amount, which was not reported in their 
return. 


(h) Petitioners did not receive during the year 
1950 income in the amount of $22,065.94, or in any 
other amount which was not reported in their re- 
turn. 


(1) Petitioners did not receive during the year 
1951 income in the amount of $6,566.77, or in any 
other amount, which was not reported in their re- 
iia, 


(j) Petitioners’ returns for each of the years in 
question were filed in good faith and were to the best 
of their knowledge and belief true and correct. They 
were not filed for the purpose of forfeiting or evad- 
ing any tax legally due. 


(k) Petitioners did not fail to file a Declaration 
of Estimated Tax within the period prescribed by 
law and did not substantially underestimate the esti- 
mated tax due. 


(1) Petitioners filed their Federal income tax re- 
turn for the year 1942 on or about Mareh 15, 1943; 

Petitioners filed their Federal income tax return 
for the year 1944 on or about March 15, 1945; 

Petitioners filed their Federal income tax return 
for the year 1946 on or about March 15, 1947; 

Petitioners filed their Federal income tax return 
for the year 1948 on or about March 15, 1949; and 

Petitioners filed their Federal income tax return 
for the year 1949 on or about March 15, 1950. 
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Wherefore, petitioners pray that the Court may 
hear this petition and determine: 


(1) That there are no deficiencies in income 
taxes for any of the years involved; and 


(2) That there are no penalties due and owing 
under the provisions of Sections 293 and 294 of the 
Internal Revenue Code. 


/s/ GEORGE BOUCHARD, 
Counsel for Petitioners. 
Duly verified. 


EXHIBIT A 
Form 1234 


U.S. Treasury Department 
Office of the Director of Internal Revenue 
Head, Audit Division 
417 South Hill Street 
Los Angeles 13, California 


In Replying Refer to: 
A:R :90D:LHP 
May 11, 1953. 
Mr. Milford R. Baumgardner and 
Mrs. Pearl E. Baumgardner 
Husband and Wife, 
406 West 131st Street, 
Hawthorne, California. 


Dear Mr. and Mrs. Baumgardner: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
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cember 31, 1942, 1944, 1946, 1948, 1949, 1950 and 
1951 disclose a deficiency of $14,499.61 and $9,568.43 
in penalties, as shown in the statement attached. 
Assessment of such deficiency or deficiencies has 
been made under the provisions of the internal rev- 
enue laws applicable to jeopardy assessments. 


In aceordance with the provisions of existing in- 
ternal revenue laws notice is hereby given of the de- 
ficiency or deficiencies mentioned. 


Within 90 days from the date of the date of 
the mailing of this letter you may file a petition with 
The Tax Court of the United States, at its principal 
address, Washington 4, D. C., for a redetermination 
of the deficiency. In counting the 90 days you may 
not exclude any day unless the 90th day is a Satur- 
day, Sunday or legal holiday in the District of Co- 
lumbia in which event that day is not counted as the 
90th day. Otherwise Saturdays, Sundays and legal 
holidays are to be counted in computing the 90-day 
period. 

Very truly yours, 


T. COLEMAN ANDREWS, 


Commissioner, 
By /s/ R. A. RIDDELL, 
Director. 
Enclosures: 
Statement 


Form 1276 
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Statement 


A:R:90D :LHP 


Mr. Milford R. Baumgardner and 
Mrs. Pearl E. Baumgardner 
Husband and Wife 
406 West 131st Street 
Hawthorne, California 


Tax Liability for the Taxable Years Ended December 31, 1942, 
December 31, 1944, December 31, 1946, and December 31, 
1948, to December 31, 1951, Inclusive 


Year 
1942 Income 
1944 Income 
1946 Income 
1948 Income 
1949 Income 
1950 Income 
1951 Ineome 


Totals .. 


Summary of Deficiencies 


Deficiency 
tax...$ 647.54 
a 886.93 
tax.... 1,994.90 
bax... 39837 .82 
tax... 326.88 
tax... 5,426.42 
tex... 237942 
vances Sp 14,499.61 


Penalties———_—— 


Sec. Sec. 
293(b) 294(d) (1) (A) 
$ 323.77 $$ None 
443.47 None 
bigs 4) 20.52 
1083.91 448.12 
163.44 None 
2183.21 a07.50 
689.56 168.80 
$7,249.81 $1,400.24 
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Section 
294(d)(2) 


$ None 
None 
435.32 
268.87 
78.22 
334.68 
101.29 


$918.38 


Summary of assessments made under the provisions of In- 
ternal Revenue laws applicable to jeopardy assessments, on April 
2, 1953, for the taxable vears ended December 31, 1942, 1944, 
1946 and 1948 to 1951, inclusive. 


Income 
Income 
Income 
Income 
Income 
Income 
Income 


tax.. 
tax.. 
tax.. 


tax... 
{ak... 


Penalties-————___—_—- 


Sec. Sec. Sec. Interest to 
Deficiency 293(b)  294(d)(1)(A) 294d) (2) 4-2-53 

ee 68.34 «6©§ «323.77 $ None $None $$ 390.43 
er $86.93 443.47 None None 428.34 
a 1 994-90 997.45 225.02 60.32 723.06 
—_ aoouo2, 1,918.91 448.12 268.87 932.83 
ie 326.85 163.44 None 78.22 29.80 
> S42642 ~ 2,713.21 d07.80 334.68 667/22 
.. L387 RIZ 689.56 168.80 101.29 86.83 
-. $14,499.61 $7,249.81 $1,400.24 $918.38 $3,288.11 
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This determination of your income tax and penalty liability 
has been made upon the basis of information on file in this office. 


The above-mentioned penalties have been asserted in accord- 
ance with the provisions of the sections of the Internal Revenue 
Code shown above. 


It has been determined that during the calendar years shown 
below taxable community income, in addition to other items 
shown herein as additions to income reported, was received by 
you in the following amounts which you failed to report in your 
income tax returns for the years mentioned. 


Year Amount Received 
Se eS ee $ 3,190.26 
CC a 8,071.16 
10s Er 2 SON cere 15,273.16 
OOM. ee 22,065.94 
LO IR ee. ee ee 6,566.77 
Total amount unreported........-.......-- $59,167.29 


Your income for the calendar years 1942, 1946, 1948 1950 and 
1951 is increased herein by the above-mentioned amounts of un- 
reported income. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1942 


Net incomeras disclosed’ by returnees $2,630.76 
Additional income: 

(2) Other income unreported... se 22. 3,190.26 
Net income adjusted............ Se... $5,821.02 


Explanation of Adjustment 


(a) This adjustment has been previously explained. 


Commissioner of Internal Revenue 
Computation of Tax 
Taxable Year Ended December 31, 1942 


iNet Thiee@me Adjusted.................................... 
Loss Personal ‘exemption........................... $1,200.00 


Credit for dependents...................... 700.00 
Balance (surtax net income)...............0...... 
ivess: Warned income credit.....................-.. 
Net income subject to normal tax.............. 
mormal. tax at 6% on $3,387.32.................. $ 203.24 
Surtax on e928 02........28.... 567.36 


Correct income tax liability... 
Income tax shown on return Original 
amumteNO. DARI S ____.. 2.2... -connsssn-s--..-.-- 


Deficiency of income tax...............22.22.2......-- 
Penalty—sSece. 293(b), I.R.C. ww. 


Adjustments to Income 
Taxable Year Ended December 31, 1944 


Adjusted gross income as disclosed by 
return 


Additional income: 


(a) Interest income unreported............ $ 115.03 
(b) Long-term capital gain increased... 3,558.98 


Adjusted gross income as corrected............ 


Allowable deduction : 
fe)» otendard deduetion ........................ 


Net income as CCS ot am a 


Explanation of Adjustments 
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$5,821.02 
1,900.00 


$3,921.02 
533.70 


$3,387.32 


$ 770.60 
123.06 


647.54 
323.77 


SH 


3,674.01 


$7,179.08 


500.00 


$6,679.08 


(a) There is added the amount of $115.03 representing in- 
terest income determined to have been received by you which 


you failed to report in your income tax return. 


(b) It has been determined that you realized a long-term 
capital gain of $4,103.98 from the sale of two pieces of property 
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during this taxable year, in lieu of $545.00, the amount reported 
in vour return, an increase of $3,558.98. 


(c) The standard deduction of $500.00 is allowed under the 
provisions of section 23(aa) of the Internal Revenue Code. 


Computation of Tax 
Taxable Year Ended December 31, 1944 


Net ineome as determined................---.-.....-- $6,679.08 
Less Surtax exemptions.......-.-....---:.-----:----++ 2,000.00 
SUtetieixe 11 (eMC OMNNG*.......<...2:2--.202-s2-seeeee $4,679.08 
SSUES eae ae RE $1,016.56 
Net income as determined............22-........2000- $6,679.08 
Less: Normal tax exemptions................-..... 1,000.00 
Net income subject to normal tax.............. $5,679.08 
IN(OTGATE! 12 21 Pe nneenT 170.37 
Correct income tax Nability....................... $1,186.93 
Income tax liability shown on return, 

ACCOUNItENO. ct OMURTO:....-.. ee eee 300.00 
Deficiency of wicome tax.....-..224. 8 $ 886.93 
Penalty—See. 293(b), LR.C. ou. $ 443.47 


Adjustments to Income 
Taxable Year Ended December 31, 1946 


Adjusted gross income as disclosed by return................ $ 4,620.00 
Additional income: 
(a) Other “mcome unreported..............2. ee 8,071.16 
BIR ee ee... -cccce ac $12,691.16 
Reduction of income: 

(b) Net capital gain decreased...................c.-ccceeeeees 497.98 
Adjusted gross income as corrected...........-..ceccceeesceeees $12,193.18 
Allowable deduction: 

(eo); Standardsdéduction. = 500.00 


Neteingomen aagd CLOTMINed.....-2:0.s.vesceegcses sees Been $11,693.18 
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Explanation of Adjustments 
(a) This adjustment has been previously explained. 


(b) It has been determined that you realized a long-term 
capital gain of $1,002.02 from the sale of a lot during this taxable 
year, in lieu of a short-term capital gain of $1,500.00, as re- 
ported in your return, a decrease of $497.98 in net capital gain. 


(c) The standard deduction of $500.00 is allowed under the 


provisions of section 23(aa) of the Internal Revenue Code. 


Computation of Tax 
Taxable Year Ended December 31, 1946 


Net income as determined............................ $11,693.18 
Whee TSC tires nn. eee esenenenee 2,000.00 
Balance, subject to surtax and normal tax $ 95693.18 
Penvative tax on @77693.18..................2.....-0.. $2,535.68 
LO 21S) enn en 126.78 
Lorree: ancome tam Mability.....................- $ 2,408.90 
Income tax Nability shown on return, 

m@ecoumt No. 2110600... cscs eee 414.00 
yemereney Of INCOME faX................ cee $ 1,994.90 
Penaity—wec, 2038(b), I.R.C. -..................... $ 997.45 
Penalty—Sec. 294(d) (1) (A), LR.C. ........ % george 
Pemalty—oec. 292(d)(2), 1.R.C. ........00.00. $ 135.32 


Adjustments to Net Income 
Taxable Year Ended December 31, 1948 


Met income tsedisclosed by retwrmen..._.cc........-............. $ 7,720.02 
Additional income: 
a) Other imcome unreported...._.....................0 15,273.16 
1 a 2: 
Additional deduction : 
(b) Standard deduction increased...................--2..--0+. 142.11 


MO ATIOOINC Ej USEC ............-.-.-.----cecece-csenseececnseocecenoeearsenass $22,852.07 
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Explanation of Adjustments 


(a) This adjustment has been previously explained. 


(b) The standard deduction claimed in your return in the 
amount of $857.89 is increased to $1,000.00, the amount allowable 
under the provisions of section 23(aa) of the Internal Revenue 


Code. 
Computation of Tax 
Taxable Year Ended December 31, 1948 


INGE SIMCOE ACVUSUCC......-....c-cccer-c-aeceecccee =e 
WS Sei CTU OU OM Sis xc. .----casee---asbeeeeee rere 


Balance, subject to surtax and normal tax 
Oivesterot $20,402.01 ........-..-.ccccrsavcecercerecee 
Tentative tax on $10,226.08...........22.22 $2,725.89 
Less reduction under See. 12(¢), L.R.C..... 347.11 


Total normal tax and surtax on one-half 
Ola Ce UINC WINGS oe ooo cane eee 
Combined normal tax and surtax 
(GE BT Gis (Ie) ae. ee eee ee Peer ee 
Correct income tax liability................-... 
Income tax liability shown on return, 
mecoumb No. 3203537 ............::.s.ccccccsececeseres 


Deficiency of income taX............0.....-.eeece eee 
Penalty—Sec. 293(b), I.R.C. -.....2..2.....----- 
Penalty—Seec. 294(d) (1) (A), ER.C. ow. 
Penalty—See. 294(d)(2), I.R.C. ~..W.2.... 


Adjustments to Net Income 
Taxable Year Ended December 31, 1949 


Net income as disclosed by return.............. 


Additional income: 
(a) Interest income unreported.......... $705.11 
(b) Rental income unreported............ 723.59 


Newummecome adjusted................-2s.cc..scssccescte= 


$22,852.07 
2,400.00 


$20,452.07 
$10,226.03 


2,378.78 


4,757.56 
4,757.56 


919.74 
$ 3,837.82 
$ 1,918.91 


$ 448.12 
$ 268.87 


$10,436.47 


1,428.66 


$11,865.13 
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Explanation of Adjustments 


(a) There is added the amount of $705.11 representing in- 
terest income determined to have been reeeived by you during 
this taxable year which vou failed to report in vour ineome tax 
return. 


(b) There is added the amount of $723.55 representing net 
rental income determined to have been received by vou during 
this taxable year which vou failed to report in your income tax 
return. The amount of $723.55 is computed as follows: 


Gress rental ineomne.................... SLOTS T 
Less expenses: 

RAAT Oli. - -2.- sc eecctye-...--..... $196.18 

daxes ‘(Sthis of 493,92)........ 70.44 

Depreciation 

(S4therort €525.00) ................ 243.75 

Wienraenee™ ... ceecao.....-. 0.00... 41.85 Doaeee 
Net rental income, as determined e 723.55 


Computation of Tax 
Taxable Year Ended December 31, 1949 


meet ine@ommoerad jmeted ee $11,865.13 
RE 00S 2,400.00 
Balanee, subject to surtax and normal tax $ 9,465.13 
eee C1R 3) 200)5) || 2) $ 4,732.56 
memmetive tax on $4,/32.56....................-....- $1,030.47 
Less reduction under See. 12(c), I.R.C. .... 143.66 
Total normal tax and surtax on one-half 

Mme MONIC: aes cetsck. cee --ecneeenece eee $ 886.81 
Combined normal tax and surtax 

AS") & Di ic62 
Porrect income tax liabilitv-...................... $ 1,773.62 
Income tax liability shown on return, 

Mem IO, 500032 1..............-.....ecesegeee- 1,446.74 
Wenciency of income tax........................... $ 326.88 
Penalty—Sec. 293(b), I.R.C. 000.000.0002... $ 163.44 


Penalty—Sec. 294(d) (2), ER.C. «0.0.00. $ 78.22 
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Adjustments to Income 
Taxable Year Ended December 31, 1950 


Adjusted gross income as disclosed by return $ 4,996.29 
Additional income: 

(QyeOther mcome unreported......-....2.....e 22,065.94 
Adjusted gross income as corrected...........222..-2.0:.--ceeees $27,062.23 
Allowable deductions: 

(b) Miscellaneous deductions ....................--.-cccceceeee- 1,728.11 
Net income agudevermined..............:c2225_-....<.eee $25,334.12 


Explanation of Adjustments 
(a) This adjustment has been previously explained. 
(b) Miscellaneous deductions aggregating $1,728.11 are al- 
lowed as follows: 


Contributions ...........04026.0- $ 500.00 
MTCC CSL: ite cose cans. senescent 78.03 
MRA RCGW. <r Be A Re ee ee 300.08 
eral LCG mere. a... -<---.-----.- ee 800.00 

4X0): ener a ee S12 celal 


Computation of Tax 
Taxable Year Ended December 31, 1950 


Net income as determined............----..----0---- $25,334.12 
esse ccm ptONS <......022. re 2,400.00 
Balance, subject to surtax and normal tax $22,934.12 
Gmesialt OF $22°984 12. ree 11,467.06 
Tentative tax on $11,467.06._........2 2. $3,197.48 


Less reduction under See. 12(c), I.R.C. ... 803.77 


Total normal tax and surtax on one-half 


RpimmetmO tr elit COMMON G0 v.8.c2.-.oclaseeees nn ee Seo 3 (a 
Combined normal tax and surtax 

(GeO X 2.) ... 25.0: $ 5,787.42 
Gommect ancome tax liabilityc...c- a. $ 5,787.42 
Income tax liability shown on return, 

een, NOM 290750 ....cccciee. 2 361.00 
Weficiency of income tax....................4....... $ 5,426.42 
Penalty—sec. 298(b), LiRaC. ..... ee $ 2,713.21 
Penalty—Sec. 294(d) (1) (A), I.R.C. ........ $ 557.80 


Pewalivoec, 294(d) (2), LRG 2 $ 334.68 


Commissioner of Internal Revenue 31 


Adjustments to Net Income 
Taxable Year Ended December 31, 1951 


Net income as disclosed by return................ $ 6,13295 
Additional income: 

(a) Other income unreported................ 6,966.77 

RR ere 2m oceewe. 2. ec. ccc $1699.72 

Additional deductions: 

(ay Oo 2. rr $464.13 

(@) ile CG noe... 370.00 834.13 
Meet 1M@@Me AC JWMEd. ...... 2... ccscscsness $11,865.59 


Explanation of Adjustments 
(a) This adjustment has been previously explained. 


(b) <A deduction of $464.13 is allowed for real and personal 
property taxes, not claimed in your return. 


(c) A deduction of $370.00 is allowed for legal fees, not 
claimed in your return. 


Computation of Tax 
Taxable Year Ended December 31, 1951 


met imconmie Bdyusied..............2...................... $11,865.59 
ess: Temempriems 2... ..............-..-....--.-.-. 1,800.00 
Balance, subject to surtax and normal tax $10,065.59 
Je iS ¢ 5,032.79 
Total normal tax and surtax on one-half 

OT mae pergomee 2 fF __....._.....-.--2.. $ 1,134.85 
Combined normal tax and surtax 

Cerne OP  ._.cce, $ 2,269.70 
Correct income tax liability.............0...02.... $ 2,269.70 


Income tax liability shown on return, 


Pecommt Mo, S21 N501C2........................000 890.58 
Deficiency of income tax...........0.0.....2.....0.- $ 1,379,142 
fF enalty—Sec. 293(b), I.R.C. ...................... $ 689.56 
Penalty—See. 294(d)(1) (A), LR.C. ........ $ 168.80 
Penalty—Sec. 294(d)(2), I.R.C. .............. $ 101.29 


Received and Filed July 31, 1953, T.C.U.S. 
Served August 3, 1953. 
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[Title of Tax Court and Cause. ] 


Docket No. 49897 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, Kenneth W. Gemmill, Acting Chief Coun- 
sel, Internal Revenue Service, for answer to the pe- 
tition of the above-named taxpayer, admits, denies 
and alleges as follows: 


(1), (2) and (8) Admits the allegations con- 
tained in Paragraphs (1), (2) and (3) of the peti- 
tion. 


(4) Denies the allegations of error contained in 
Paragraph (4) of the petition and all subpara- 
graphs of Paragraph (4) of the petition. 


(5) (a) to (d), inclusive. Denies the allegations 
contained in subparagraphs (a) to (d), inclusive, 
of Paragraph (5) of the petition. 


(e) For lack of sufficient information, the re- 
spondent denies the allegations contained in sub- 
paragraph (e) of Paragraph (5) of the petition. 


(6) Denies generally and specifically each and 
every allegation contained in the petition not here- 
inbefore expressly admitted, qualified or denied. 


For further answer to the petition herein, re- 
spondent alleges: 


(7) That for the taxable years 1945 and 1947 the 
petitioner had additional income from the sources 


Commissioner of Internal Revenue 33 


and in the amounts particularly set forth in the 
statement contained in the statutory notice of defi- 
cieney herein (which by this reference is hereby in- 
corporated herein) and in the attached net worth 
statement (which by this reference is hereby incor- 
ported herein). 


(8) That for the taxable years in question the 
following schedule shows petitioner’s true income 
tax lability, the amounts reported as income tax 
hability, the deficiency, and the penalty under Sec- 
tion 293(b), Internal Revenue Code: 


Taxable True Reported Penalty 
Year Liability Liability Deficiency Section. 293(b) 
OH 5 commana aon. $1,420.97 $274.00 $1,146.97 $573.49 
19 eee... 1,002.19 317.00 685.19 342.59 


(9) That petitioner well knew that he had de- 
rived income and incurred income tax liability as 
hereinabove set forth, and by reason thereof, the 
return as filed by the petitioner for each of the tax- 
able years 1945 and 1947 is a false and fraudulent 
return filed with intent to evade tax, and the defi- 
ciency in income tax for each of said years is due 
to fraud with intent to evade tax. 


Wherefore, it is prayed the petitioner’s appeal be 
denied and the deficiencies in tax as determined by 
the Commissioner and as set forth in the statutory 
notice of deficiency be in all respects approved; that 
the 50 per cent fraud penalty under Section 293 (b) 
and the penalty under Section 294(d)(2) be added 
thereto and approved, claim for which penalties is 
hereby made. 
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/3/ KENNETH W. GEMMILL, 
E.C.C. 
Acting Chief Counsel, 


Internal Revenue Service. 


Of Counsel: 
B. H. NEBLETT, 
Regional Counsel ; 


E. C. CROUTER, 


Acting Appellate Counsel; 
JOSEPH G. WHITE, JR., 


Special Attorney, 


Internal Revenue Service. 


Milford R. Baumgardner 
Docket No. 49897 


Net Worth Statement 
Taxable Years 1945 and 1947 


1945 1947 
Net Worth at End of Year....._................ $34,434.60 $51,283.18 
Net Worth at Beginning of Year............ 21,679.44 43,129.80 
OUGRSERS nner $12,755.16 $ 8,158.88 
Asie eNISOSY -.2.<2esc:2e--ceceee-ce 4,000.00 4,500.00 
li  — ae N. $16,755.16 $12,653.38 

Less Non-taxable Income 14 Corrected 

oe Gieviiigeg.s-. - eo ocecs.-- eo ee 2,679.52 a. 
Corrected Adjusted Gross Income.......... $14,075.64 $12,653.38 
14, to Husband—l4 to Wife.................... $ 7,037.82 $ 6,326.69 


Adjusted Gross Income per Return......$ 2,372.75 


$ 2,955.91 
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Understatement of Adjusted Gross 
ee $ 4,665.07 $ 3,370.78 


Less Portion of Understatement of Ad- 
justed Gross Income Attributable to 
Understatement of Capital Gain........ 775.51 —O— 


Other Income Unreported (Statutory 
Notice of Deficieney)....................-.-..--- $ 3,889.56 $ 3,370.78 


== 


Filed September 15, 1953, T.C.U.S. 


[Title of Tax Court and Cause. ] 
Docket No.49899 


ANSWER 


The Commissioner of Internal Revenue, by his at- 
torney, Kenneth W. Gemmill, Acting Chief Counsel, 
Internal Revenue Service, for answer to the peti- 
tion of the above-named taxpayers, admits, denies 
and alleges as follows: 


(1), (2) and (8) Admits the allegations con- 
tained in Paragraphs (1), (2) and (8) of the peti- 
tion. 


(4) Denies the allegations of error contained in 
Paragraph (4) of the petition and all subpara- 
eraphs of Paragraph (4) of the petition. 


(5) (a) to (k), inelusive. Denies the allegations 
contained in subparagraphs (a) to (k), inclusive, of 
Paragraph (5) of the petition. 
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(1) For lack of sufficient information, the re- 
spondent denies the allegations contained in subpar- 
agraph (1) of Paragraph (5) of the petition. 


(6) Denies generally and specifically each and 
every allegation contained in the petition not here- 
inbefore expressly admitted, qualified or denied. 


For further answer to the petition herein, re- 
spondent alleges: 


(7) That for the taxable years 1942, 1944, 1946 
and 1948 through 1951 the petitioners had additional 
income from the sources and in the amounts partic- 
ularly set forth in the statement contained in the 
statutory notice of deficiency herein (which by this 
reference is hereby incorporated herein) and in the 
attached net worth statement (which by this refer- 
ence is hereby incorporated herein). 


(8) That for the taxable years in question the 
following schedule shows the petitioners’ true in- 
come tax liability, the amounts reported as income 
tax liabilitv, the deficiency, and the penalty under 
Section 293(b), Internal Revenue Code: 


Taxable True Reported Penalty 

Year Liability Liability Deficiency Section 293(b) 
1942p eee... $ 770.60 $ 123.06 $ 647.54 $ 323.77 
VO 4 Avie... 1,186.93 300.00 886.93 443.47 
1 O2Gr 2,408.90 414.00 1,994.90 997.45 
1943S. 4,757.56 919.74 3,837.82 Heelek oul 
1949... a: 1,773.62 1,446.74 326.88 163.44 
950" ee 0,787.42 361.00 5,426.42 Cielo 
1951 2,269.70 890.58 ones 689.56 


(9) That petitioners well knew that they had 
derived income and ineurred income tax liability as 
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hereinabove set forth, and by reason thereof, the re- 
turn as filed by the petitioners for each of the tax- 
able years 1942, 1944, 1946 and 1948 through 1951 
is a false and fraudulent return filed with intent to 
evade tax, and the deficiency in income tax for each 
of said years is due to fraud with intent to evade 
tax. 

(10) That the petitioners filed their income tax 
return for the taxable years 1948 and 1949 on March 
1, 1948, and April 15, 1949, respectively, with the 
Collector of Internal Revenue for the Sixth District 
of California at Los Angeles. In said returns peti- 
tioners omitted from gross income amounts prop- 
erly includible therein which are in excess of 25 per 
cent of the amounts of the gross income stated in 
the respective returns within the provision of Sec- 
tion 275(c) of the Internal Revenue Code. The stat- 
utory notice of deficiency herein was mailed on May 
11, 1958, and previously on April 2, 1953, the entire 
deficiencies and penalties as set forth therein for 
the taxable years 1948 and 1949, were assessed 
under the provisions of the Internal Revenue Code 
applicable to jeopardy assessments, both dates being 
within five years of the date of the filing of said 
returns, and the proceeding and assessment against 
the petitioners is not barred by the provisions of 
Section 275 of the Internal Revenue Code. 


Wherefore, it is prayed the petitioners’ appeal 
be denied and the deficiencies in tax as determined 
by the Commissioner and as set forth in the stat- 
utory notice of deficiency be in all respects ap- 
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proved; that the 50 per cent fraud penalty under 
Section 293(b) and the penalties under Section 
294(d)(1)(A) and Section 294(d)(2) be added 
thereto and approved, claim for which penalties is 
hereby made. 


/s/ KENNETH W. GEMMILL, 
E.C.C. 
Acting Chief Counsel, 
Internal Revenue Service. 
Of Counsel: 
B. H. NEBLETT, 
Regional Counsel ; 


E. C. CROUTER, 
Acting Appellate Counsel; 


JOSEPH G. WHITE, JR., 
Special Attorney, 
Internal Revenue Service. 


39 


Commissioner of Internal Revenue 


‘SMO W ‘8e6T ‘eT Loquieydeg poly 


"YOM JON JO UOTJEINdWIOd UL OpeU SVA UOLZeLDdIIdop TOF DURMOT[L OU DdDUIS UOTPONPOP B Se POMOT[L ST UOTPeTIDa1dIG, 


11°99¢°9 $ 
|) sm 
1L°99G‘9 $ 


C6SST'L 
GL'GOL'ET$ 


—=0— 


«09° LOT 
Co 66 PIS 


96 SFIS 
96°L1L°9 $ 
Il St6‘06 


LO'SZL‘L6F 
TSG61 


$6°S90‘os$ 
| 
F6 690° Gos 


66 966 F 
86690 LoS 


88°0L 


x09 GIG 


19° FE9‘LE$ 
GP 9069 
GE SFL Ost 
26 96T OL 
IT SF6 06% 
OS6I 


OT ELS STS 


Se 
OT ELS CTs 


16'8LS‘8 
L0°3S8'&0$ 


a) 


oo ) oe 
L0°SS8'Ss$ 


10°098'F 
90°266 STS 
ST'S8a'Ts 
FG ELZ OLE 
St6T 


9TTLO'S $ 
86° L6F 
ST ELG', $ 
00°029'F 
ST S6T‘ts 
Z0°c00 T 
= 
02 S61 ‘STs 
00°00¢‘F 
06°S69'8 $ 
09 F&F FE 


08 631 ets 
9FG6I 


CARR CS lllimaila aa alde c a ( AOUDLOYacT 
JO dd1JON ATOINIVIC) poatoda1ugQ VsWODUT AIO 


—)— ““UIVyH [eydeg JO UOUIO}VISIOAG JO JUNOWY ppy 
9206L& $n VUIOIUT SSO11) paysn{py JO LUsUID}eIS1AapUy) 
COgine Oe uinjoy aod ouloouy ssouy paysn(py 
ico Sa. dUlodUT Sso.l1) poysn{py pojoo1109 
ee Mee eee Wes 
jeqyideg w494-suoTyT JO S{—ouloouy 901J-xVJ, sso] 
(GY C72 alll laa sain UOl}VIddaIdaqy SSer] 
ee [210 
(Re Aes ee ge gn onersonneecersenceeece sosuodxq SUTAIT 
A ee me omen ne ecernenrecssceoaiice ISVIIOUT 
Seo + -— Wo JO SurULsog yw yA, ION 
eee ES rr IVI JO PUY I YMOA PN 
cher 


IGGL ‘OC6T ‘SFGT ‘9FGT ‘ZHGT StVAA OTQUxv, 
JUOUIOILIS YWOA\ JON 


6686F ON 30420CL 


40 Milford R. Baumgardner, et ux., vs. 
[Title of Tax Court and Cause. | 


Docket No. 49897 


REPLY 


Petitioner replying to the affirmative allegations 
contained in Respondent’s Answer, admits, denies 
and alleges as follows: 


(7) Denies the allegations of Paragraph (7). 


(8) Denies the allegations of Paragraph (8) ex- 
eept the allegation as to the amount of income tax 
hability reported by petitioner for the years in 
question. 


(9) Denies the allegations of Paragraph (9). 


Wherefore, it is prayed that respondent’s deter- 
mination of deficiencies and penalties be denied, 
and that the prayer of petitioner’s Petition be 
eranted. 

/s/ GEORGE BOUCHARD, 
Counsel for Petitioner. 


Received and filed November 2, 1953, T.C.U.S. 


a 


[Title of Tax Court and Cause. | 
Docket No. 49899 


REPLY 


Petitioners replying to the affirmative allegations 
contained in Respondent’s Answer, admit, deny and 
allege as follows: 
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(7) Deny the allegations of Paragraph (7). 


(8) Deny the allegations of Paragraph (8) ex- 
eept the allegation as to the amount of income tax 
habilitv reported by petitioners for the years in 
question. 


(9) Deny the allegations of Paragraph (9). 


(10) Admit the allegations of Paragraph (10) 
except petitioners deny that they omitted from 
eross income amounts properly includable therein 
which are in excess of twenty-five per cent (25%) 
of the amounts of gross income stated in their re- 
spective returns for the vears involved. Petitioners 
allege that the proceedings and assessments against 
them are barred by the provisions of Section 275 
of the Internal Revenue Code. 


Wherefore, it is prayed that respondent’s deter- 
mination of deficiencies and penalties be denied, and 
that the prayer of Petitioners’ petition be granted. 


/s/ GEORGE BOUCHARD, 


Counsel for Petitioners. 


Received and filed November 2, 1953. T.C.U.S. 


[Title of Tax Court and Cause.] 
Docket No. 49897 


AMENDMENTS TO ANSWER 


Comes now the Commissioner of Internal Rev- 
enue, by his attorney, John Potts Barnes, Chief 
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Counsel, Internal Revenue Service, and amends the 
answer heretofore filed in this proceeding in the 
following particulars, to wit: 


Paragraph (8) of the answer is amended to read 
as follows: 


(8) That for the taxable years in question the 
following schedule shows petitioner’s true income 
tax liability, the amounts reported as income tax 
liability, the deficiency, the penalty under Section 
293(b) and the penalty under Section 294(d) (2), 
Internal Revenue Code of 1939: 


Taxable True Reported Penalty Penalty 
1945 Liability Liability Deficiency Sec. 293(b) Sec. 294(d) (2) 
1945 .... $1,420.97 $274.00 $1,146.97 $573.49 ¢ 73.88 
1947 .... 2,243.68 317.00 1,926.68 963.34 115.98 
The respondent hereby claims the aforesaid in- 
creased deficiencies for the taxable year 1947 in 


Federal income tax and penalties. 


The Wherefore clause of the answer 1s amended 
to read as follows: 


Wherefore it is prayed that the petitioner’s ap- 
peal be denied and the deficiencies in tax and pen- 
alties, including the increased deficiency in tax and 
penalty for the taxable year 1947, be approved. 


/s/ JOHN POTTS BARNES, 
R.E.M., 
Chief Counsel, 
Internal Revenue Service. 


Filed at hearing November 30, 1955. 
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[Title of Tax Court and Cause. ] 
Docket Nos. 49897, 49898, 49899 


MEMORANDUM FINDINGS OF FACT 
AND OPINION 


The Commissioner determined the following de- 


ficiencles in income tax and additions to tax: 


Against petitioners Milford R. Baumgardner and 
Pear] E. Baumgardner, husband and wife: 


Additions to Tax 


Y ous Deficiency Sec. 293(b) 294 @a )(A) 2948 (a) (2) 
Se Lee $ 647.54 © WScanta $ None $ None 
| ee 886.93 443.47 None None 
1. 1,994.90 997.45 225.92 133.32 
HOMES eee en! Broo Toe VOLS 4 448.12 268.87 
LS ee 326.88 163.44 None 78.22 
WO 5,426.42 Pape) Seal 997.80 334.68 
[OU Gee ee 19.12 689.56 168.80 101.29 


Against petitioner Milford R. Baumgardner: 


he $1,146.97 $ 573.49 $ 73.38 
7a 685.19 342.59 41.50 
Against petitioner Pear] E. Baumgardner: 

ee $1,146.97 $ 573.49 6 73.38 
a ee 685.19 342.59 41.50 


In an amended answer the Commissioner claims increased 
deficiencies for the year 1947, both in dockets 49897 and 49898, 
as follows: 


—Additions to Tax 
Tax Sec. 293(b) Sec. 294(d) (1) (A) 


i krone $963.34 $115.98 


The questions involved are whether petitioners 
reported all of their income for the years in ques- 
tion; whether the additional assessments for the 
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vears in question, with the exception of 1950 and 
1951, are barred by Section 275 of the Internal 
Revenue Code of 1939; whether any part of the de- 
ficiencies was due to fraud; and whether the addi- 
tions to tax for failure to file declarations of esti- 
mated tax and for substantial underestimate of esti- 
mated tax were properly made. This latter issue 
was raised by the pleadings, but no evidence was 1n- 
troduced other than evidence disputing the defi- 
ciencies upon which the additions to tax were based. 


Findings of Fact 


The stipulated facts are so found and the stipu- 
lation and the exhibits referred to therein are in- 
corporated by reference. 


During the taxable years petitioners were hus- 
band and wife. They resided in the City of Haw- 
thorne, California. For the years 1942, 1943, 1944 
and 1946, Milford (hereafter sometimes referred to 
as petitioner) filed separate returns in which he 
elaimed his wife as an exemption. For 1945 and 
1947 petitioner and Pearl filed separate returns on a 
community property basis. For 1948 to 1951, inelu- 
sive, joint returns were filed. All returns were filed 
with the Collector of Internal Revenue for the Sixth 
District of California. 


Petitioner was born in 1903. He came to Califor- 
nia from Oklahoma in 1924. In Oklahoma he had 
been variously employed by a transfer company, a 
grocery firm, and as a motion picture operator. 
After coming to California he worked as a dish- 
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washer im a restaurant and in a pool hall. He was 
also emploved in the Hawthorne Fire Department 
at a small salary. He and Pearl were married in 
1927 and in that year he became a member of the 
Hawthorne police force. He remained on the force, 
except for a few short periods, until his retirement 
in 1953. He was Chief of Police for the City of 
Hawthorne from 1937 until his retirement. After 
her marriage, Pearl remained at home as a house- 
wife and had no income except from the operation 
of a dress shop from March, 1948, to May, 1950. 


For the years 1925 to 1951, inclusive, petitioner 
earned the following income from the City of Haw- 


thorne: 

LS ea oo oe $ 45.00 
SM... eee. 1,770.00 
os 1,800.00 
ee 1,840.00 
UR eee 1,920.00 
Se ee... 1,443.36 
ee I ee ee 2,068.06 
On 1,561.84 
. - 0) 

fe eee 1,025.50 
ee ww ee 2. 1,570.00 
OD) SS ee 1,609.24 
i 1,768.02 
PS... 2s 2,236.69 
een... RR ee. 2,220.00 
ee. ee... ces....ae. . eee. 2,280.00 
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CEE ox... =. = £9 400.84 
Cae SS ,.... ee ae 2775.09 
(ee 2,820.07 
1S... ee 3,066.99 
IMs... Se... ee 3,106.17 
a ee 3,911.83 
1B ss er ee 4213.76 
1. 2.25)... jens ee 4,507.21 
i 3,485.80 
(ah 1°.) oe 6,061.70 


Petitioners filed no federal income tax returns for 
the years 1930 to 1939, inclusive. For the years 1940 
and 1941 petitioner filed returns showing no tax. 
Pearl filed no returns. Prior to 1942 petitioners had 
never paid an income tax. 


In June of 1937 petitioner applied to the Bank of 
America for a loan of $200 to pay off another obli- 
gation with the Bank which then had a balance of 
$65.98 and to take care of funeral expenses of $140. 
This loan was rejected. On the loan application, 
which was signed by the petitioner, appears the in- 
formation that there was at this time $250 owing 
by the petitioner to Acme Loan which was being 
paid off in monthly installments of $82.08, $105 
owing to Inglewood Furniture which was being 
paid off in monthly installments of $5, and $70 
owing to Federal Outfitting Company which was 
being paid off in monthly installments of $4. On 
this application petitioner listed no other income or | 
no source of income other than from the Police De- 


fr 
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partment, though the application specifically asked 
for this information. 


In April of 1938 petitioner applied to the Bank 
of America for a personal loan of $200 for the pur- 
pose of taking a vacation trip to Oklahoma. On the 
loan application, which was signed by the _ peti- 
tioner, appears the information that petitioner 
owed $40 to the Marbro Department Store which 
was being paid off in $5 monthly installments and 
also owed $40 to the Inglewood Furniture Company 
which was being paid off in monthly installments of 
$5. On this application petitioner listed no other 
income or source of income other than from the 
Police Department, though the loan application 
specifically asked for such information. 


In January of 1939, petitioner negotiated a loan 
of $480.30 from the Bank of America to refinance 
a used 1938 Chevrolet and contracted to make pay- 
ments of $32.02 per month. On the purchase state- 
ment signed by petitioner he listed as income only 
a salary of $185 per month and listed nothing 
under other income or source of other income. 


In an application for a loan on property in 1941 
signed by both petitioners their annual income is 
stated to be $2,400. 


An analysis of the records of the Bank of Amer- 
ica where petitioners carried accounts made by a 
special agent engaged in the investigation leading 
up to the deficiencies herein, showed little activity, 
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no large balances and no large deposits or with- 
drawals during the years 1940 to 1944, inclusive. 


In 1946 petitioner purchased for Jim Bruno a 
one-half interest in the Beacon Cafe. Petitioner put 
up the money for this transaction but was reim- 
bursed by Bruno. The following year the other half 
interest was also purchased for Bruno. Petitioner 
had no interest in the cafe. 


By gift from another partner petitioner became 
the owner of a 5 per cent limited partnership inter- 
est in a poker club, called the Embassy Club, in the 
City of Hawthorne in 1951. On December 31, 1951, 
there was a balance of $673.06 in petitioner’s canital 
account in the club. 


Petitioner kept no records of real estate transac- 
tions, the poker club, rentals, interest, dividends or 
‘‘commissions,’’ the latter being reported on returns 
for 1947, 1948, and 1949 in rounded amounts of 
$2,000, $8,000, and $6,000, respectively. 


Petitioners received interest income during the 
taxable years from savings accounts, trust deeds 
and a note in the following amounts: 


O_o € 115.03 
i —__—  . *. —. 768.77 
HO4G... av. . eh ee 1,093.39 
7 2” ee 929.74 
10S... .. 904.09 
men... eae 705.11 
150°.....0... eee 626.18 


oo) OP Co cb oe ce 030.53 


Commissioner of Internal Revenue 49 


Most of this interest was collected by a bank and 
credited to the petitioners’ account. It was not re- 
ported on the tax returns. 


During 1949 petitioners received $1,550 in rentals. 
Of this sum $1,250 was paid by the tenant to a bank 
and eredited on petitioners’ account. The remainder 
was paid to petitioner by check. These amounts 
were not reported on the tax return for 1949. 


Petitioners received dividend income in the vears 
1948 to 1948, inclusive, and in 1951 in amounts 
ranging from $12.50 to $50 which were unreported 
on the tax returns for those years. 


Petitioner was entitled to a distributable share in 
the amount of $1,126.81 in 1951 from the poker club 
in which he was a limited partner. He did not re- 
port this amount on his tax return. 


Petitioners sold two properties in 1944 report- 
ing a gain on their income tax return of $430 on one 
piece and $780 on the other. These sales actually 
resulted in gains of $4,527.28 and $2,136.26, respec- 
tively. In 1945 another piece of property was sold 
on which there was a reported gain of $2,257. The 
actual gain was $5,359.05. 


In determining the deficiencies herein the Com- 
missioner used a schedule of petitioners’ assets and 
liabilities from which their net worth was com- 
puted as follows: 


| re $ 9,358.67 
aa... 2. 10,367.85 
Ck: 14,273.76 
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QW BO... $15,219.48 
DPE en. ae 21,679.44 
WAS eon. ee 34,434.66 
Dt a 43,129.80 
Day a 51,283.18 
IPAS) ho, yey ee 67,375.44 
QP a Se 70,597.12 
(2/20, a’ 91,345.31 
IVs... ...., . 0. 98 123.27 


This schedule contained an item ‘‘Investment- 
Beacon Cafe’’ which was carried for the year ended 
December 31, 1946, at $13,547.26 and for each of 
the following years through December 31, 1951, at 
$16,842.26. Petitioner had no investment in the 
Beacon Cafe in those years. 


It also carried an item of $100 ‘‘Cash on hand”’ 
in each of the years in question. 


Petitioners had cash on hand of $5,000 for each 
of the years ended December 31, 1940, through De- 
cember 31, 1944, and $3,000 for each of the years 
ended December 31, 1945, through December 31, 
1951. 


The schedule also carried an item in the year 
ended December 31, 1951, of $673.06 entitled ‘‘Em- 
bassy Club.’’ This item represents petitioners’ bal- 
ance in his capital account in the club. 


The above three items affecting net worth are 
the only disputed items in the net worth schedule. 
In other respects the schedule of assets and liabili- 
ties (Exhibit 1-A included herein by reference) is 
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found to be true and accurate, as is the schedule of 
living expenses (Exhibit 2-B, also included herein 
by reference). Our findings above with respect to 
the disputed items appearing on the schedule of 
assets and labilities will be given effect in a Rule 
50 computation. 


Statory notices of deficiency were mailed to pe- 
titioners on May 11, 1953. 


The returns for each of the years in which there 
is a deficiency, except those for the years 1945 and 
1947 filed by Pearl, were false or fraudulent with 
intent to evade tax and part of the deficiency in 
each of such years was due to fraud with intent 
to evade tax. 

Opinion 
Tietjens, Judge: 

The Commissioner determined the tax liability 
of petitioners for the years in question by the net 
worth method for all years except 1944 and 1949. 
For the latter years the deficiencies were deter- 
mined on the basis of specific items of unreported 
income. So determined, petitioners’ taxable income 
exceeded their reported income as follows: 


Year Net Worth Method Specific Item 
ND cepa ceecnneneen. $ 3,190.26 

Spe) eee............-.. — 

eee ee... eens. 2,160.41 $3,674.01 
Lo 8,504.76 

J il 7,030.12 
ee 15,042.74 

LS 12,231.05 
le 1,529.86 1,428.66 
ee) 2.... Wee... 20,837.46 


_ ae eee 9,938.12 
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The assessment of taxes for all of the years, ex- 
cept 1950 and 1951, is barred by the statute of limi- 
tations unless the returns were fraudulent with in- 
tent to evade tax. Whether this was so is a question 
of fact with the burden on the Commissioner to 
prove fraud by clear and convincing evidence. This 
burden, we think, has been carried with respect to 
all returns, except those of Pearl filed for the years 
1945 and 1947. Assessments against her for those 
years are therefore barred. 


Computations were introduced in evidenee by 
stipulation showing petitioners’ net worth as ascer- 
tained by the Commissioner’s investigation at the 
end of 1940 and each of the years before us. Peti- 
tioners concede that these computations are substan- 
tially correct but complain in three respects with 
reference to the schedule of assets, namely (1) cash 
on hand, (2) investment in the Beacon Cafe, and 
(3) the item of $673.06, ‘‘Embassy Club”’ in 1951. 
Petitioners also objected to several items in the 
schedule of living expenses which entered into the 
net worth computation but no evidence was intro- 
duced bearing on these items. 


The disputed items will be commented on sepa- 
rately. 
Cash on Hand 
The Commissioner determined that petitioners 
had $100 cash on hand at the beginning and end of 


each of the taxable years. Petitioner testified, how- 
ever, that he had accumulated £2,000 to $3,000 in 
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eash when he eame to Oklahoma and that by 1939 
he had made $15,000 to $16,000 as profit by dealing 
in defaulted bearer bonds of the City of Hawthorne. 
We are willing to believe that petitioner did invest 
in these bonds which at times sold for as little as 
ten to fourteen cents on the dollar. His testimony 
in this respect is corroborated by the witness Trav- 
ers who was in charge of the municipal bond de- 
partment of a Los Angeles investment firm which 
dealt in the Hawthorne bonds. Travers testified in 
a general way that petitioner bought bonds in an 
amount ranging from $15,000 to $35,000 par value. 
He in no way, however, testified as to the price paid 
by petitioner for the bonds or that he knew of any 
profit made by petitioner as a result of his pur- 
chases or sales. There is no evidence as to how long 
petitioner kept his bonds, or as to their maturity 
dates and he was vague as to whether he had held 
them to maturity or whether they were sold and 
the price for which they were sold. The investment 
house reeords which would have shown purchases by 
petitioner from Travers had he made them did not 
show any such transactions. We cannot accept this 
testimony as establishing that petitioner accumu- 
lated cash in anywhere near the amount claimed as 
profits. His income tax returns reported no such 
profit. His borrowing from banks in the period just 
before 1942 in small amounts tends to show no such 
accumulation of cash by the date of the opening net 
worth computation and we do not believe petition- 
er’s claim that he kept a large cash hoard hidden 
at times under the corners of rngs in his house and 
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at other times carried it in a money belt. We do be- 
lieve, however, that petitioner had a substantially 
larger sum of cash during the years involved than 
the Commissioner’s computation shows and after 
careful consideration of all the evidence on this 
point we have found as a fact that petitioner did 
have cash in the amount of $5,000 on December 3], 
1940, and at the end of each of the years 1941, 1942, 
1943, and 1944, and that at the end of each of the 
taxable years thereafter, he had cash in the amount 
of $3,000. The net worth computations should be 
adjusted to reflect these findings. 


Beaeon Cafe 


As to this asset the Commissioner contends that 
petitioner was a silent partner owning 50 per cent 
of the Beacon Cafe from January 10, 1947, to 
March 3, 1948, and that thereafter he became sole 
owner by the purchase of the other half interest. 
Petitioner testified that he had entered into the cafe 
transaction as a ‘‘front’’ for Jim Bruno and that he 
had been reimbursed by Bruno for the cash used in 
the purchase. Bruno had died before the hearing 
of the case and we have no testimony from him. The 
evidence with regard to the purchase of the eafe and 
of petitioner’s part in it 1s indeed confusing. Peti- 
tioner’s testimony, however, is corroborated in some 
respects by other witnesses. After carefully weigh- 
ing all the evidence bearing on the purchase and 
ownership of the cafe we have found as a fact that 
petitioner had no interest in the Beacon Cafe. Ac- 
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cordingly, it should be eliminated as an asset of pe- 
titioner’s in the net worth computation. 


Embassy Club 


Petitioner contends this item of $673.06 appear- 
ing in the year ended December 31, 1951, should not 
be treated as an asset in that year. However, the 
evidence is convincing that petitioner was the owner 
of a 5 per cent limited partnership interest in the 
Embassy Club in the year 1951 and that the item 
of $673.06 remained on the partnership books at the 
end of the year to the credit of petitioner’s capital 
account. We perceive no reason for not treating the 
amount as an asset of petitioner’s at the end of 
n951. 


The foregoing adjustments can be given effect in 
a Rule 50 computation. Except for the year 1946 it 
is apparent thev will not materially affect the de- 
ficiencies as determined. With these adjustments 
we find the net worth computations as reliable as 
net worth computations ever can be. The fact that 
several items therein have been attacked by peti- 
tioner and that to some extent we have found the 
attack to be meritorious would not justify us in dis- 
regarding the computations in their entirety. 


Fraud 


On the fraud issue, we are faced with under- 
reporting of income in substantial amounts over a 
number of years. While fraud is never presumed 
and the mere understatement of income alone may 
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be insufficient evidence of fraud, yet consideration 
of the record as a whole convinces us that the re- 
turns here involved, with the exception of those 
filed by Pearl, were fraudulent with intent to evade | 
tax and that part of the deficiencies in each year 
were due to fraud. Our conclusion in this respect 1s 
based, among other things, on our observation of 
the witnesses, our appraisal of their credibility, the 
demonstrated increase in net worth over the years 
vithout satisfactory explanation of failure to report 
actual income, the conceded failure to report true 
gains on real estate transactions in at least two of 
the taxable years, as well as the nonreporting of 
dividends, rentals, and interest. Adding up all the 
facts and the inferences to be drawn from them, we 
think the Commissioner has met his burden of prov- 
ing fraud by clear and convincing evidence. 


In reaching this conelusion we have not been in- 
fluenced by the testimony of two witnesses to the 
effect that they paid so-called ‘*‘protection’’ money 
to enable them to operate a house of prostitution | 
free from police interference in Hawthorne. While 
the story told by these witnesses is some indication 
that ‘‘protection’’ payments were made in the City 
of Hawthorne, the record contains no convincing 
evidence tracing the payments testified about to 
petitioner. 


No evidence was adduced with respect to the ad- 
ditions to tax pursuant to Sections 294(d) (1) (A) 
and 294(d)(2) and the Commissioner’s determina- 
tion in this respect is sustained. 


—D_ 
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Also, for the years 1944 and 1949 where the de- 
ficlencies were not based on net worth, the record 
supports the Commissioner and his determination is 
approved. 


As indicated above, a rule 50 computation giving 
effect to the adjustments in net worth set out in this 
opinion may result in there being no deficiency in 
one or more of the taxable years. In that event the 
addition to tax for fraud will be eliminated as a 
matter of course. 


Decisions will be entered under Rule 50. 


Received May 1, 1956. 
Served May 9, 1956. 
Fuled and entered May 9, 1956. 


The Tax Court of the United States 
Washington 


Docket No. 49897 


MILFORD R. BAUMGARDNER, 


Petitioner, 
VS. 


COMMISSIONER OF, INTERNAL REVENUE, 
Respondent. 
DECISION 


Pursuant to the determination of the Court, as 
set forth in its Memorandum Findings of Fact and 
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Opinion filed May 9, 1956, the parties having filed 
on August 28, 1956, an agreed computation of tax, 
now, therefore, it is 


Ordered and Decided: That there are deficiencies 


in income tax and penalties for the taxable years 
1945 and 1947 in the amounts as follows: 


Penalties 


Year Tax Deficiency Sec, 293(b) Sec. 294(d) (2) 
1 a $856.96 $428.48 $55.98 
ho igre 316.16 158.08 19.35 

/s/ NORMAN O. TIETJENS, 
Judge. 


[U.S. Tax Court Seal. ] 


Served August 30, 1956. 
Entered August 30, 1956. 


The Tax Court of the United States 
Washington 


Docket No. 49899 


MILFORD R. BAUMGARDNER and PEARL E. 
BAUMGARDNER, 
Petitioners, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
DECISION 


Pursuant to the determination of the Court, as 
set forth in its Memorandum Findings of Fact and 
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Opinion filed May 9, 1956, the parties having filed 
on August 28, 1956, an agreed computation of tax, 
now, therefore, it 1s 


Ordered and Decided: That there is no deficiency 
in income tax and no penalty for the taxable year 
1946; and that there are deficiencies in income tax 
and penalties for the taxable years 1942, 1944, 1948, 
1949, 1950 and 1951 in the amounts as follows: 


Penalties 


Year Tax Deficiency 983) (b) 294 (a) (2) 294(4) (i) (A) 
1942 ... $ 647.54 & 320.11 ae eee 
1944 .... 886.93 Poon Sule  2ee 
1948 .... 2,954.28 1,477.14 215.86 323.78 
1949 .... 326.88 163.44 US a 
1950 .... 5,426.42 Dp idles epal| 334.68 557.80 
1950 .... Wasa ep VAT.31 104.62 174.36 


/s/ NORMAN O. TIETJENS, 
Judge. 


[U. 8S. Tax Court Seal.] 


Served August 30, 1956. 
Entered August 30, 1956. 
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In the United States Court of Appeals 
for the Ninth Circuit 


T. C. Docket Nos. 49897 and 49899 


MILFORD R. BAUMGARDNER and PEARL E. 
BAUMGARDNER, 
Petitioners, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION FOR REVIEW 


Taxpayers, the petitioners in this cause, by George 
Bouchard, their counsel, hereby file their petition 
for a review by the United States Court of Appeals 
for the Ninth Circuit of the decision by The Tax 
Court of the United States entered August 29, 1956 
(T.C. Memo 1956-112), determining deficiencies in 
petitioners’ Federal income taxes for the calendar 
years 1942, 1944, 1945, 1947, 1948, 1949, 1950 and 
1951, and 50% fraud penalties for each year and 
penalties for failure to file declarations of estimated 
tax and for substantial understatement of estimated 
tax. Petitioners respectfully show: 


I. 
The petitioners are husband and wife, residing in 
the City of Hawthorne, California. 


For the years 1942, 1943, 1944 and 1946 petitioner 
husband filed a separate return, reporting all income 
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and claiming his wife as an exemption. For the 
years 1945 and 1947 petitioners filed separate re- 
turns on a community property basis. For the years 
1948 to 1951, inclusive, petitioners filed joint re- 
turns. All returns were filed with the Collector of 
Internal Revenue for the Sixth District of Califor- 
nia, which said collection district is within the juris- 
diction of the United States Court of Appeals for 
the Ninth Cireuit, wherein this review is sought 
pursuant to Section 7482 and Section 7483 of the 
Internal Revenue Code. 
ibe 


Nature of the Controversy 


The controversy involves the proper determina- 
tion of the petitioners’ liability for Federal income 
taxes for the calendar years 1942, 1944, 1945, 1947, 
1948, 1949, 1950 and 1951, the propriety of the re- 
spondent’s use of the so-called ‘‘net worth method”’ 
in determining such liability, the aceuracy of such 
determination, and the question of whether the peti- 
tioners filed their tax returns for the vears involved 
with the intent to evade tax and are therefore liable 
for the 50% penalty for fraudulent underpayment 
of tax under Section 293 of the Internal Revenue 
Code of 1939, and whether petitioners are liable to 
penalties for failure to file declarations of estimated 
tax and for substantial understatement of estimated 
tax under the provisions of Sections 294(d) (1) (A) 
and 294(d) (2). 


Using the ‘‘net worth method,’’ the Commissioner 
of Internal Revenue determined that petitioner Mil- 
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| 
ford R. Baumgardner received taxable income which | 
he fraudulently failed to report in each of the years | 
1942, 1944, 1945 and 1947, and similarly determined | 
that the petitioners Milford R. Baumgardner and 

Pearl E. Baumgardner received taxable income 

which they fraudulently failed to report in each of 

the years 1948, 1949, 1950 and 1951. The Commis- 

sioner of Internal Revenue also determined that 

petitioners were liable for penalties for failure to 

file declarations of estimated tax and for substan- 

tial understatement of estimated tax. Except as to 

the amounts of income determined by the Com- 

missioner of Internal Revenue to have been received 

by petitioners in each of the taxable years, the Tax 

Court sustained the determinations of the Commis- 

sioner and redetermined deficiencies, fraud penal- 

ties and penalties for failure to file declarations of 

estimated tax and for substantial understatement of 

estimated tax for each of the years in question. 


iB 
The said taxpayers, being aggrieved by the find- 
ings of fact and conclusions of law contained in said 
findings and opinion of the Court, and by its de- 
cision entered pursuant thereto, desire to obtain a 
review thereof by the United States Court of Ap- 
peals for the Ninth Circuit. 


/3s/ GEORGE BOUCHARD, 
Counsel for Petitioners. 


Received and filed November 19, 1956, 'T.C.U.S. 
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[Title of Court of Appeals and Cause. ] 
T.C. Docket Nos. 49897 and 49899 


STATEMENT OF POINTS 


Now comes the taxpayers, petitioners herein, by 
their attorney, George Bouchard, and hereby assert 
the following errors, which they intend to urge on 
review by the United States Court of Appeals for 
the Ninth Circuit of the decisions of the Tax Court 
of the United States in the above causes on May 9, 
1956: 


1. The Tax Court erred in failing to apply the 
Jegal requirements in the use of the ‘‘net worth 
method’’ in computing taxable income. 


2. The Tax Court erred in holding that the re- 
spondent had satisfied his burden of proving fraud 
by the ‘‘net worth method.”’ 

3. The Tax Court erred in holding that petition- 
ers were liable for penalties for failing to file proper 
estimates of tax lability. 

4. The Tax Court erred in failing to find that the 
assessment and collection of additional taxes for all 
-years prior to the year 1950 were barred by the 

statute of limitations. 
/s/ GEORGE BOUCHARD, 
Counsel for Petitioners. 


Filed November 19, 1956, T.C.U.S. 
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The Tax Court of the United States 
Docket Nos. 49897, 49898, and 49899 
MILFORD R. BAUMGARDNER, PEARL HE. 


BAUMGARDNER, MILFORD R. BAUM- 
GARDNER & PEARL E. BAUMGARDNER, 


Petitioners, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PROCEEDINGS 
November 29, 1955—10:40 A.M. 


Before: Honorable Norman O. Tietjens, Judge. 


Appearances: 


GEORGE BOUCHARD, 
Appearing for and on Behalf of Peti- 
tioners. 


THOMAS J. SULLIVAN, 
Office of Commissioner of Internal Reve- 
nue, 
Appearing for and on Behalf of tha 
Respondent. 


The Clerk: The Court is in session. 
We have, if your Honor please, Docket Nos. 
49897, 49898 and 49899, Milford R. Baumgardner, | 
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Pearl E. Baumgardner, and Milford R. Baum- 
gardner & Pearl E. Baumgardner. 

Please state your appearances for the record, 
gentlemen. 

Mr. Bouchard: George Bouchard for the Pe- 
titioners. 

Mr. Sullivan: Thomas J. Sullivan, for the Re- 
spondents. 

Mr. Bouchard: I am short of a client. 

The Court: Well, we will wait for him if you 
want to. 

Mr. Bouchard: Oh, I don’t think that that is 
essential. 


Opening Statement on Behalf 
of the Petitioner's 


By Mr. Bouchard. 


The only opening statement, if the Court please, 
that I have to make is that those are petitions in- 
volving years 1942 through 1951, excepting the 
year 1943, no additional tax has been charged for 
that year. 

All of the years prior to 1949 are barred by 
limitations unless the Government sustains an issue 
of fraud which it has ascertained, excepting per- 
haps the year 1949 and maybe 1948. These may not 
be opened, unless the Government—that is barred, 
unless the Government shows there has been an 
omission of more than 25%. [3*] 

By agreement with Mr. Sullivan, the Govern- 


*Page numbering appearing at top of page of original Reporter’s 
Transcript of Record. 
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ment is going to proceed with our tax case to sus- 
tain the issue of fraud in the early years that are 
clearly barred and will continue along with their 
presentation. | think that will shorten the trial at 
the outset. 

I want to move that all witnesses who are not tes- 
tifying, except the parties involved, be excluded 
from the Court room. 

The Court: Any objection to that, Mr. Sullivan? 

Mr. Sullivan: No objection. 

The Court: Wull the witnesses who have been 
ealled and who are to testify, please leave the room? 
I think you can find some place to stay back there. 

The Clerk: Will you come this way, ladies and 
gentlemen ? 

Mr. Sullivan: I would like to have the agent 
here at the trial, who will testify. 

The Court: Js there any objection to that, Mr. 
Bouchard ? 

Mr. Bouchard: No, there is no objection to that, 
your Honor. 


Opening Statement on Behalf 
of the Respondent 


By Mr. Sullivan. 


May it please the Court, Mr. Bouchard has stated 
the years in question and he is right that prior [4] 
to 1950 the Government either has to prove that a 
twenty-five per cent deficiency exists for the statute 
to be opened for the years 1948 to 1949 and for the 
earlier years. 
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The Respondent’s case is a net worth case and 
the deficiencies and statutory notice were set upon 
a net worth basis, with the exception of 1944 and 
1949, where the deficiencies were set up for specific 
items of unreported income. 

We have entered into extensive stipulations of 
fact and will present them at the conclusion of my 
opening statement, the stipulations of fact and sev- 
enteen exhibits attached to them. 

Informally, Mr. Bouchard and myself agreed to 
a further stipulation of fact as to the records of 
the bonding company, that Mr. Bouchard informed 
me this morning that he was unable now, in light 
of information that he had learned just last night, 
to stipulate to that fact. Therefore, we are attempt- 
ing to have those records at the bonding company 
checked by the treasurer of the bonding company 
and we are informed that they are in the archives of 
the company and he may not be able to get here in 
time while the Court is sitting to testify to this, 
which, in that event, at the end of the trial, we 
would request your Honor to keep this case open 
so that we may have a deposition taken from the 
bonding company. 

Mr. Bouchard: I would suggest, with respect to 
that motion, Mr. Sullivan, that the Court need not 
pass on it [5] until the conclusion of the trial. My 
information on that might not be accurate or re- 
liable. 

The Court: J will reserve any ruling on that 
motion then with regard to the deposition. 

Mr. Sullivan: Yes. sir. 
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As to the net worth statement which is Exhibit 
1-A to the stipulation of fact, there are three items 
which are in dispute, the Beacon Cafe, the other the 
Embassy Club and third, the case on hand. We will 
introduce evidence as to those three items. 

As to the schedule of living expenses which is 
Exhibit 2-B, there are eight items in dispute and 
the special agent will testify as to those eight items. 

In addition to the evidence of net worth, the Re- 
spondent will also introduce evidence in his opinion, 
which will show fraud. We expect to show that the 
Petitioners had little or no cash on hand at the be- 
ginning of the net worth period, the starting point. 
We expect to introduce evidence that will indicate 
a course of conduct in the earlier years which is in- 
consistent with the large cash hoard. 

We further expect to introduce evidence showing 
the concealment of assets, the omission of income 
from the return, and omission of rental income, 
dividend income, interest income and income from a 
bar and restaurant, a poker club. [6] 

We will also show the unreporting of capital gain 
and concealment of income items from the account- 
ant preparing the returns. 

At this time, your Honor, I would lke to render 
a stipulation of facts with the seventeen exhibits at- 
tached to it. 

The Court: The stipulation will be received to 
go with the exhibits. 

Mr. Sullivan: I would like to now eall Mr. Pool. 

The Clerk: P-o-o0-1? 
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Me Sullivan: Yes, sir. 
The Clerk: Tell us your name, please ? 
Mr. Pool: Cal. I. Pool. 


Whereupon, 

CAL. I. POOL 
ealled as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


@. Mr. Pool, where do you live? 

A. 6760 Third Avenue, Los Angeles. 

Q@. What is your business or occupation ? 

A. CRP 

@. And in the course of your business, did you 
have [7] as a client, a partnership known as the 
Embassy Club at Gardena, California? 

A. Yes. 

Mr. Sullivan: Will you mark this as Respond- 
ent’s Exhibit next in order for identification ? 

The Clerk: Exhibit R for identification. 


(The document above referred to was marked 
Respondent’s Exhibit R for identification. ) 


The Clerk: If the Examiner please, attached to 
the stipulation are Exhibits 1-A to 17-Q inelusive. 


(The documents above referred to were 
marked Respondent’s Exhibits Nos. 1-A to 17-Q 
inclusive, for identification and received in evi- 
dence. ) 
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(Testimony of Cal. I. Pool.) 

The Clerk: And we are now starting with Hx- 
hibit R for Respondent. 

Q. (By Mr. Sullivan): JI show you a document 
which purports to be a copy letter written by you 
and I ask you if you can identify that? 

A, This is ewidentlyea copy of a letier I y10le 
to Mr. Baumgardner showing his share of the in- 
come and the donations shown on the tax return of 
the Embassy Club for the period ending May 31, 
1951, and the period ending December 31, 1951. 

Q. On that letter there is marked ‘‘Donations’’; 
could you tell us what the ‘“‘donations”’ referred [8] 
to? 

A. Well, that is the partnership share of the 
donations made by the Embassy Club. 

Q. And there are also appearing figures under 
the title ‘‘income’’; could you tell us what that re- 
fers to? ; 

A. That refers to the Baumgardner partnership, 
share of the income. 

Q. Now do the figures on there represent the 
ficures appearing in the books of the Embassy 
Club? 

A. That is right. Well, no, that would not be 
the amount on the books of the Embassy Club be- 
cause there was a variation between the income on 
the Club books and the income on the tax return 
due to preferential salaries. These are the accounts 
—the amounts shown as the partner’s distributable 
shares of the income. 

Q. What kind of a Club is the Embassy Club? 
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(‘Testimony of Cal. I. Pool.) 

&. "tie arcird room. 

Q. What do vou mean by a ‘‘card room’’? 

A. Well, it is a legal card room in the City of 
Gardena. 

The Court: Will you speak a little more loudly, 
please, Mr. Pool? 

Mr. Sullivan: At this time, your Honor, I would 
like to offer this letter in evidence. 

The Court: Is there any objection, Mr. Bonu- 
chard ? 

My. Bouchard: Yes, I object to it as being [9] 
immaterial. 

The Court: For what purpose, Mr. Pool, was 
that furnished to Mr. Baumgardner? 

The Witness: Well, instead of sending each 
partner a copy of the tax return, I sent each part- 
ner a letter showing the figures that he should use 
on his personal return. 

The Court: And you were employed for that 
purpose by Mr. Baumgardner? 

The Witness: No, I was employed by the Em- 
bassy Club. 

The Court: The objection is overruled. 

The Clerk: Exhibit R. 


(The document heretofore marked Respond- 
ent’s Exhibit R was received in evidence.) 


Mr. Sullivan: You may cross-examine, Mr. Bou- 
chard. 

ie Court: Is that all? 

Mr. Sullivan: Yes, sir. 
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(Testimony of Cal. I. Pool.) 


Cross-Examination 
By Mr. Bouchard: 


Q. Mr. Pool, how long were you accountant for 
the Embassy Club? 

A. Oh, possibly three or four years. 

@. Three or four years? A. Yes. 

Q. Beginning when? [10] 

A. Well, I could not say offhand, probably 1949. 

Q. Now, you say that was a card room in Gar- 
dena? A. Yes. 

Q. Card rooms in Gardena are legal, are they 
not? ec 

Q. I notice in this letter, Exhibit R, you show 
the income, the distributive income of Mr. Baum- 
gardner, as a partner and the figures 5-31-51—what 
does that 5-31-51 mean? 

A. That is the period five months ending May 
se 1951. 

Q@. That is the period from January 1 of 1951. 
through May 31 of 1951; 1s that right? 

A. Yes. 

@. And then do I take it that the date 12-31- 51 
in which you show income of $1,116.54 is what was _ 
to be determined as Mr. Baumgardner’s distributive : 
share for the partnership for the period June 1, 51, 
to December 31, 1951? A. Right. 

Q. Why was the rate for that partnership 
broken down then, if it was—strike that out, please. 
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(Testimony of Cal. I. Pool.) 

Did you file a return for the partners for the 
period January 1, 1951, to May 31, 1951? 

iio Tig 

@. For the five months’ period? 

A. Yes. [11] 

@. And then did you file a separate partner re- 
turn for the period from June 1, 1951, to December 
31, 19512 A. Yes, I did. 

Q. Why did vou do that? 

A. We had a different partner who came in and 
started the partnership. 

@. You mean that one person who was a partner 
from the first period sold his interest to someone 
else and this someone else became a partner for the 
second period ? A Thateiseric lit 

@. And did the partnership in the second period 
continue with the same business that had been oper- 
ating prior to June 1? A. Yes, it did. 

Q. The only change that was made was that you 
had one different partner; is that right? 

A. That is right. 

Q. Now, was that a general partnership or a 
limited partnership ? 

A. It was a general partnership as far as I 
know. 

Q. And all of the partners, so far as you know, 
were general partners; is that right? 

A. That is right. 

Q. In connection with your working as a CPA 
have you had occasion to prepare tax returns and 
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Cross-Examination 
By Mr. Bouchard: 


Q. Mr. Pool, how long were you accountant for 
the Embassy Club? 

A. Oh, possibly three or four years. 

@. Three or four years? A. Yes. 

Q. Beginning when? [10] 

A. Well, I could not say offhand, probably 1949. 

Q. Now, you say that was a card room in Gar- 
dena? A. Yes. 

Q. Card rooms in Gardena are legal, are they 
not? NG, NEES 

Q. I notice in this letter, Exhibit R, you show 
the income, the distributive income of Mr. Baum- 
geardner, as a partner and the figures 5-31-51—what 
does that 5-31-51 mean? 

A. That is the period five months ending May 
31, 1951. 

Q. That is the period from January 1 of 1951 
through May 31 of 1951; is that right? 

A. Yes. 

@. And then do I take it that the date 12-31-51 
in which you show income of $1,116.54 is what was 
to be determined as Mr. Baumgardner’s distributive 
share for the partnership for the period June 1, 751, 
to December 31, 1951? A. Right. 

Q. Why was the rate for that partnership 
broken down then, 1f 1t was—strike that out, please. 
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(‘Testimony of Cal. I. Pool.) 

Did you file a return for the partners for the 
period January 1, 1951, to May 31, 1951? 

A. I did. 

@. For the five months’ period? 

A. Yes. [11] 

@. And then did you file a separate partner re- 
turn for the period from June 1, 1951, to December 
1 el CGF A. Yes, I did. 

Q. Why did you do that? 

A. We had a different partner who came in and 
started the partnership. 

@. You mean that one person who was a partner 
from the first period sold his interest to someone 
else and this someone else became a partner for the 
second period ? A. That is right. 

Q. And did the partnership in the second period 
continue with the same business that had been oper- 
ating prior to June 1? eee. csgmitgacad). 

Q. The only change that was made was that you 
had one different partner; is that right? 

A. That is right. 

Q. Now, was that a general partnership or a 
limited partnership ? 

A. It was a general partnership as far as I 
know. 

Q. And all of the partners, so far as you know, 
were general partners; is that right? 

& Vat is right. 

Q. In connection with your working as a CPA 
have you had occasion to prepare tax returns and 
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(Testimony of Cal. I. Pool.) 
familiarize yourself [12] with the statute relating 
to partnership returns and the regulations thereon? 

A. Yes. 

Q. Don’t you know as a fact that the decisions 
of the Tax Court, the rulings of the Commissioner 
of Internal Revenue provide that the mere fact that 
you have a change, addition of a partner to a part- 
nership, who continues in the same business, doesn’t 
entitle you to file returns for long or short periods? 

Mr. Sullivan: I object to the question as calling 
for a conclusion of the witness. 

The Court: Well, it is exploring his knowledge 
of the rules. 

The Witness: At that time, I had some doubt 
as to whether, when a partner dropped out of a 
partnership, whether or not it dissolved the partner- 
ship and created a new partnership. 

@. (By Mr. Bouchard): Then when you did 
this, you were doubtful if you were doing the right 
thing or not; is that so? 

A. Yes, but I knew it could not hurt anything 
by filing two partnership returns instead of one. 

Q. Did you know that a partnership has to file 
a return on either a calendar or a fiscal year basis? 

A. That is right. 

Q. Now, at the end of December, 1951, did you 
have any [13] change in the partnership—were 
there any new partners admitted? 

A. I don’t remember whether there was. There 
were changes quite often in that period, but I 
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(Testimony of Cal. I. Pool.) 
don’t know if there was a change at December 31 
or not. 

Q. When you say you had a little doubt whether 
you were doing it the right way in filing two short 
returns, isn’t the thing that you had some doubt 
about as to whether or not you were entitled to file 
a partnership return for the period June 1, 195], 
to December 31, 1951, or whether you should file 
the return for the period June 1, 1951, for the com- 
plete fiseal year endmg May 31, 1952; wasn’t that 
the problem that you had? i, NO: 

Q. What was your problem? 

A. As to whether it was necessary to file a re- 
turn at May 31st or not. 

Q. If, having filed a return for the short period, 
January 1 to May 31, if that was correct and then 
if, under the law or the regulations, in filing the 
next return for that partnership, you were required 
to file it for a full fiscal year, namely, June 1, 1951, 
to May 31, 1952, then 1t would have made a differ- 
ence, would it not? A. I lost you in there. 

Q. You mean you did not understand my [14] 
question ? A. No. 

Q. If you were required, under the law, for the 
second period, to file it for a complete fiscal year, 
namely, June 1, 1951, to May 31, 1952, then what- 
ever partnership income was subject to tax would 
have been attached to the parties in the year 1952 
and not in the year 1951, wouldn’t that be true, Mr. 
Pool? A. That would be true. 

Mr. Bouchard: That is all. 
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(Testimony of Cal. I. Pool.) 

The Court: Mr. Sullivan, do you have anything 
further ? 

Mr. Sullivan: Yes. 

Mr. Bouchard: May I ask another question? I 
am sorry, your Honor. 

The Court: All right. 

Q. (By Mr. Bouchard): Did you make out the 
partnership returns for the year 1952 also, Mr. 
Pool? A. J did. 

Q. Are you still an employee of the Embassy 
Club? A. No. 

@. When did you terminate your relationship ? 

A. When the Embassy Club was sold, I think in 
ieee. 

Q. Now, you did not keep the books of the Km- 
bassy Club, did you? [15] 

A. I kept part of them. 

Q. They have a regular bookkeeper that was 
employed, and you, as a CPA, made the audits 
and checked ? 

A. No, they had a cashier and I came in and 
did most of the work, the general records. 

Q. You actually, yourself, did the work of keep- 
ing the books of the Club? A. Yes. 

Q. How often did you do that? 

A. I was down there every week doing some of 
the work and gave them a statement whenever one 
was wanted. 

Mr. Bouchard: That is all. 
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Redirect Examination 
By Mr. Sullivan: 


Q. Mr. Pool, was that partnership on a calendar 
veat or a fiseal vear, perhaps? 

A. The partnership which was originally—it was 
on a calendar vear basis. 

Q. I show you Exhibits 13-N and 14-M 

Mr. Bouchard: Have I got them? 

Mr. Sullivan: No, they are exhibits which were 
attached to the stipulation. 

Q. (By Mr. Sullivan): They are photostatic 
copies of the partnership returns for the Embassy 
Club, and I ask you if you can identify [16] them? 

A. One of the partnership returns for the Em- 
bassy Club for the period January 31, 1951, up to 
Mav 31, 1951. 

Mr. Bouchard: I submit that they are in evi- 
dence as part of the stipulation. They do not need 
to be identified. They are in the record and they 
speak for themselves. 

Doe Mee oullivan): “Mr. Pool, if, in fact, 
the partnership should not have been terminated 
on May 31, 1951, would not the information appear- 
ing on both returns covering the year be proper 
on one return ? A. It would. 

Mr. Sullivan: Thank you, that is all. Oh, one 
more question. 

Q@. (By Mr. Sullivan): Was the partnership on 
a calendar vear basis in 1951 for the whole year? 
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A. In 1950 it was on a calendar year basis and 
prior and subsequent to that. Then it was on a eal- 
endar basis. Just this one year, I put it into two 
returns. 

Mr. Sullivan: Thank you. 


Recross-Examination 
By Mr. Bouchard: 


Q. Mr. Pool, were there any different partners 
that were members of this partnership for the 
period January 1, [17] 1951, to May 31, 1951, than 
there were for the period ending December 31, 1950? 


(No response. ) 


Did any new partners come in? 

They must have. 

Why do you say that? 

Oh, different partners in a short period than 
there were in 1950. I could not say offhand on that. 
IT would say no, there wasn’t, but it could be. They 
changed partners quite often. 

Q. You think the partners for the period Janu- 
ary 1, 1951, to May 31, 1951, were the same partners 
that had been members of the partnership for the 
year 1950? A. I think so. 

Mr. Bouchard: All right, that is all. 

Mr. Sullivan: That is all. 

The Court: You are excused. 


Pe OPre 


(Witness excused. ) | 


Mr. Sullivan: If will call Mr. Ludolph, please. | 
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The Clerk: Will you tell us your name, please, 
Mr. Witness? 
Mr. Ludolph: Richard P. Ludolph. [18] 


Whereupon, 


RICHARD P. LUDOLPH 
ealled as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Q. Mr. Ludolph, where do you live? 

A. 225 East 126th Street, Hawthorne. 

Q. What is your business or occupation ? 

A. The same address. 

Q. What is your business? 

A. fam a public accountant. 

@. As a public accountant, have you in prior 
years had occasion to prepare tax returns for 
others ? ie © CS. 

Q. Are you acquainted with the Petitioner in 
this case, Mr. Baumgardner? A. Yes; 7 «am. 

Q. How long have you known Mr. Baumeard- 
ner? A. Qh, since about 1939 or 1940. 

Q. Have you ever prepared any tax returns for 
Mr. Baumgardner? A. Wes, I did. 

Q. Could you tell us, in preparing Mr. Baum- 
gardner’s [19] returns, to the best of vour recollec- 
tion, exactly what transpired, that is, what records 
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he brought to you and what records you kept for 
him and so forth? 

A. Well, he had houses for rent and I would 
usually make up the schedule for him to put down 
his income and expenses. 

Q. What years did you make his return for or 
prepared his return for? 

A. About 1941 or 1943 or through 1951 or 1952, 
I think. 

Q. I show you Exhibits 16 and 17 and ask you 
if you prepared the original of those documents— 
they purport to be carbon copies? 

A. Yes, sir, I did. 

Q. Referring now to Exhibit 16, in schedule B 
there is listed two houses and frame building and 
various amounts of income depreciation and so 
forth—where did you get these amounts? 

A. They were furnished to me by Mr. Baum- 
gcardner. 

Q. Did you keep any independent records of 
those amounts ? 

A. No, not before that time, no. 

Q. Referring now to Exhibit 17, schedule JD, 
there appears two houses, a house at 158 and a 
house at 162 and long-term capital gain figured on 
it—did you keep any records of those houses— 
where did you get these figures as to the [20] pur- 
chase price and sale price? 

A. They were furnished to me by Mr. Baum- 
cwardner. 

Mr. Sullivan: Thank you. 
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Mr. Bouchard: May I see the exhibits? 

Mr. Sullivan: “Yes. 

Q. (By Mr. Sullivan): Did Mr. Baumgardner 
give you any written documents when you came in 
to prepare the account or did he furnish you with 
the figures orally? 

A. Sometimes I made a schedule for him to 
make out and he brought it back to me. 

Q. I show you Exhibit No. 5-E and I ask you 
if you prepared the original of this return? 

A. Yes, sir, I did. 

Q. I show you Exhibit 6-F and I ask you if you 
prepared the original of that return? 

A. Wespisnr, a did. 

Q. I show you Exhibit 7-G and I ask you if you 
prepared the original of that return? 

A. Yes, SIP. 

Q. On the Exhibit 6-F there, under income, 
there is $2,000.00 from commissions—where did you 
eet that figure? 

A. After I had finished the other blocks on the 
return, J asked Mr. Baumgardner if he had any 
other income and he said ‘‘Yes,’’ and that it 
amounted to about $2,000.00. [21] 

Q. Did he tell you what that income was? 

A. No. J asked him, ‘Will I put that down as 
commissions?’’ And he said ‘‘yes.’’ 

Q. Did he indicate what it consisted of ? 

A. No, he did not, just other income. I used the 
word ‘‘commissions.’’ 

Q. Did he show vou any schedules as to where 
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the commission had come from? A. No, sir. 

Q. Did he tell you what it consisted of? 

A. No, he did not. 

Q. I now show you Exhibit 8-H and I ask you 
if you prepared the original of that return? 

A. Yes, sir, I did. 

Q. And that return is listed miscellaneous com- 
missions $3,000.00—do you know where you got that 
figure from? 

A. That would be the same thing. I asked him 
how much other income he had and he said 
683,000.00. ”’ 

Q. Did he present you with any document to 
support this $3,000.00? A. No, sir. 

Q. Did he tell you anything that was in that 
$3,000.00 figure ? A. No, six. 

Q. What it was composed of ? [22] 

A. No, sir. 

Q. I show you Exhibit 9-I and I ask you if you 
prepared the original of that? 

A Yes, sir, I did. 

Q. It shows miscellaneous commissions $6,000.00. 
As to that, would your answer be the same as it 
was to the $3,000.00 and the $2,000.00 ? 

A. Yes, sir, it would. 

Q. I show you Exhibit 10-J and I ask you if 
the original of that document was prepared by you? 

A. Yes, sir. 

Q. In Schedule F, page 2 of this, there is a—oh, 
strike that. 

On Exhibit 10-J there appears no commissions— 
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did you ask Mr. Baumgardner about commissions 
that year or other income? 

A. Yes, I believe I did ask him and he said 
‘“No.’? He said he had had a loss. He had spent 
all his money trying to get his job baek. 

Q. But that loss wasn’t included in that return, 
was it? A. No. 

Q. I show you Exhibit 11-K and ask you if you 
prepared the original of that? 

A. Yes, sir, I did. [23] 

@. It is noted here that the only income shown 
is from the City of Hawthorne and from a Milady’s 
Dress Shop—did you ask Mr. Baumgardner if he 
had any other income for that year? 

Mr. Bouchard: What year is that, Mr. Sullivan? 

Mr. Sullivan: 1951. 

The Witness: Yes, I did, and I believe his an- 
swer was the same for 1951. 

Q. (By Mr. Sullivan): Did you ask him spe- 
cifically whether he had any interest income, any 
dividend income ? 

A. No, I did not. I asked him each year how 
much other income he had. 

Q. Did he ever present to you any documents 
showing any interest income or dividend income? 

A. No, he did not. 

Q. Did he ever tell you that he had any interest 
income or dividend income in any of the years that 
you prepared his returns ? 

A. No, he did not as such, no. 

Q. Did he ever present you with any records ? 


84 Milford R. Baumgardner, et ux., vs. 


(Testimony of Richard P. Ludolph.) 

A. No, sir. 

Q. Did he ever present you with any records as 
to the homes that appeared on some of the returns 
as being built? [24] 

A. In the last few years, when he had a number 
of houses, I gave him the schedule to fill out. 

Q. But before? 

A. Before that, there were no documents, I don’t 
believe. 

Q. You mean in 1949 and 1950 by ‘‘the last few 
years’’? A. Yes. 

Q. Approximately how much time did you spend 
each year in the preparation of Mr. Baumgardner’s 
income tax return? 

A. Not very long. It doesn’t take me very long 
to fill in a return. 

Q. Half an hour or four hours or eight hours? 

A. Approximately half an hour. 

Q. What did Mr. Baumgardner pay you in each 
of these years? 

A. I never did make a charge for making out 
the returns. I never charge for making out the 
returns. 

Q. Did Mr. Baumgardner ever tell you that he 
had income from the Embassy Club? 

A. No, sir, he did not. 

Q. Did he ever tell you that he had any income 
or loss from the Beacon Cafe? 

A. No, sir, he did not as such. 

Q. Do you know whether Mr. Baumgardner 
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owned any Trust Deeds and received interest in- 
come from them? [25] 

B. Wo; sit, at that time, 1 didn’t know. 

Q. Did he tell you that he did at any time? 

mm No, he did not say anything about it, but 
just gave me the amount of the other income. That 
was all. 

Q. In each vear, did you ask Mr. Baumgardner 
whether he had earned additional income outside of 
his salary ? 

A. When I finshed the work, I asked him what 
other income he had and he would give me the other 
figure. 

Q. Did you ask him at any time to keep records 
so that you could have access to definite amounts ? 

&. No, 1 don? believe I did. An audit job is 
quite different from an income tax job. 

Q. Did you know Mr. Baumgardner personally ? 

A. Oh, well, yes, like you know anybody in a 
small town. 

Q. Did you know outside of what you learned 
from preparing his returns, whether he had any 
Trust Deeds or whether he loaned money or owned 
any stocks? A. No, sir, I did not. 

Mr. Sullivan: Will you mark this Respondent’s 
Exhibit next in order? 

The Clerk: Respondent’s Exhibit S. 


(The document above referred to was 
marked Respondent’s Exhibit S for identifi- 
cation.) [26] 
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Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit S for identification and ask you if 
you ean identify that document? 

A. Yes, sir, I believe I prepared it. 

@. And what is that document? 

A. It is the California State individual’s income 
tax return. 

Q. Did you also prepare his Federal income tax 
return for that year? A. Yes, sir, I did. 

@. Would the income, in the Federal or the 
State return be the same as you have shown on 
the Federal return? 

Mr. Bouchard: Just a minute. That is objected 
to because the Federal return is in evidence. 

My. Sullivan: The Federal return is not in evi- 
dence for that year. 

Mr. Bouchard: The year 1945 is not in evidence ? 

Mr. Sullivan: No, sir. 

The Court: Do you withdraw your objection? 

Mr. Bouchard: Yes, sir, I thought it was. 

The Witness: Yes, sir, that would be practically 
the same. 

Mr. Sullivan: I offer Exhibit S marked for 
identification in evidence. 

Mr. Bouchard: I have no objection. [27] 

The Court: Admitted. 


(The document marked Respondent’s Exhibit 
S was received in evidence. ) 


Mr. Sullivan: That is all, your Honor. 
The Court: Mr. Bouchard. 
Mr. Bouchard: Yes. 


| 
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Cross-Examination 
By Mr. Bouchard: 

Q. Maz. Ludolph, have you ever had an experi- 
ence in rental experience? A. Yes, sir, 

Q. When? 

A. 1921 and 1922 I was investigating officer of 
the income tax unit, investigating auditor. 

Q. In Los Angeles? A. Yes. 

Q. How long have you lived in Hawthorne? 

A. Since about 1940. 

Q. Do you—strike that. Did you know that Mr. 
Baumgardner was chief of police? 

A. Yes, sir. 

Q. Do you know during what years? 

A. Qh, since 1940, I think. 

Q. Up until when? A. About 1950. [28] 

Q. Did vou make out any of his tax returns for 
years prior to 1940 or 1941, the years that you have 
identified here? m. i don’t think se 

@. Had you known Mr. Baumgardner for some 
time prior to the time you did work for him? 

A. Well, I knew who he was, yes. 

Q. As I understand you made out the tax re- 
turns for the members of the police department and 
the fire department and any other employees out 
there, that you did that work for? 

A. J think I did it for some of them in the 
water department, too. 

Q. I take it from your testimony that when you 
made out these returns for Mr. Baumgardner, he 
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gave you his salary from the City of Hawthorne 
and then you asked him if he had any other income 
in addition to that salary ? A. Yes, sir, I did. 

Q. And he gave you the figures that are on the 
tax returns, the $2,000.00, the $3,000.00 and the 
$6,000.00 figures and whatever else may be there? 

A. Yes, sir, he did. 

Q. And the point of your question to him was, 
I take it, to be sure that as far as you were con- 
cerned and giving him an opportunity, so far as he 
was concerned, to get on his tax [29] return all of 
the income he had? 

A. Yes, sir, that was his express desire. 

Mr. Bouchard: I think that is all, your Honor. 

Mr. Sullivan: That is all, your Honor. Thank 
you. 

The Court: Thank you. 


(Witness excused. ) 
Mr. Sullivan: Mr. Walker, please. 


The Clerk: Will you tell us your name, please? 
Mr. Walker: Clyde R. Walker. 


Whereupon, 
CLYDE R. WALKER 
called as a witness for and on behalf of the Re- 


spondent, having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Q. Mr. Walker, where do you live? 
A. In Hawthorne. 
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Q. What is your business or occupation ? 

A. Newspaper distributor. 

Q. Directing your attention to the year 1945, 
what was your business or occupation at that time? 

A. Newspaper distributor. 

Q. Did you have any other interest? 

A. I worked at the Beacon Cafe part time. [30] 

Q. Who owned the Beacon Cafe in 1945, if you 
know? 

A. <A fellow by the name of Guelff and Clyde 
Carnes. 

Mr. Bouchard: How do you spell that first 
name ? 

The Witness: G-u-e-l-f-f, I think. 

Q. (By Mr. Sullivan): Do you know if there 
was a change of partnership in the Beacon Cafe in 
1945 ? 

A. There was a change of ownership. My uncle 
bought out the half interest of Clyde Carnes and 
Mr. Guelff transferred his half interest to his wife. 

Q. How long did your uncle—is that Charles 
Walker? a es, Sir. 

@. How long did your uncle and Janet Guelff 
operate in the Beacon Cafe? 

A. I cannot give you the exact length of time. 
They operated it until she died. It wasn’t too long 
a time after that. 

Q. And do you know what happened to the 
ownership of the Beacon Cafe after Mrs. Guelff 
died ? 

A. Actually I was running it for my uncle. Tt 
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was in his interest. He had separated from his wife 
and at the time the purchase was made I actually 
put the money up for him, so I was actually man- 
aging the cafe until about two or three months after 
Mrs. Guelff died and at that time it was changed 
over and I took over my uncle’s portion of the [31] 
cafe. 


Q. In your name? A. Yes, sir. 
Q. What happened to Mrs. Guelff’s half inter- 
est, if you know? A. It was purchased. 


Q. Will you tell the Court what you know about 
the purchase of Mrs. Guelff’s half interest? 

A. Well, around July, to the best of my memory, 
we had somebody who wanted to buy it and due to 
the fact that they wanted the whole thing, we had 
to do something about it and it was tied up in the 
Court, so in talking to Mr. Baumgardner he men- 
tioned that he would buy the other half, so I peti- 
tioned the Court to sell it—the other half interest— 
at that time, and it was purchased in my name from 
the Court. 

Q. Who put up the money? 

A. As far as I know, Mr. Baumgardner. 

Q. Then as I understand your testimony, it was 
actually in your name, the whole interest was in 
your name? A. Yes, sir. 

Q. Did you sign any document that stated that 
you were holding the other half interest as nominee 
for Mr. Baumgardner? A. Yes, sir. 

Q. Where is that document now? 
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A. The only time I ever saw it was when it was 
at the [32] attorney’s office with Mrs. Deener. 

Q. If you can remember, can you tell us sub- 
stantially what that document stated ? 

Mr. Bouchard: That is objected to as not com- 
petent. 

The Court: Well, the document cannot be pro- 
duced, I take it. You don’t know where the docu- 
ment is, do you? 

The Witness: No. 

The Court: Have you made any effort to get it? 


(No response.) 


Mr. Sullivan: Can I lay a further foundation, 
your Honor? 

The Court: Yes. 

Q. (By Mr. Sullivan): At whose insistence did 
you prepare this document ? 

A. Mr. Baumgardner’s. 

Q. Do you know if Mrs. Deener still has this 
document ? A. I don’t know, no, sir. 

Q. Have you made any effort to get this docu- 
ment? A. No. 

Q. Did Mr. Baumgardner get a copy of this 
document? 

A. J could not tell you. I don’t know whether 
she gave him one or not. She did not give me one. 

Q. Did you sign any papers in the sale of Mrs. 
Guelff’s half interest that was purchased in your 
name ? 
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A. You mean—I don’t quite understand what 
you mean. [33] 

@. Well 

A. Do you mean did I sign any papers buying 
her half interest? 

Q. Well, the escrow papers and so on? 

A. The escrow papers and all from the Court, 
yes, S1Y. 

Q. Who prepared the escrow? 

A. Mrs. Deener. 

Q. After the sale of Mrs. Guelff’s half interest 
was there any agreement between you and Mr. 
Baumgardner as to the profits or losses of the 
Beacon Cafe? A. It would be fifty-fifty. 

Q. Was that a written or oral agreement? 

A LOERE 

Q. Who kept the books of the Beacon Cafe after 
July, 1946? 

A. They were kept up until, I believe, approxi- 
mately January, by the bookkeeper that I had at 
that time, a Mr. Glass, and after around January 
they were kept by Mrs. Strawn. 

Q. Who hired Mrs. Strawn? 

A. That would be pretty hard to say. Mr. Baum- 
gardner said he would rather that she would keep 
the books, that he wasn’t satisfied with the book- 
keeper I had and he would rather she would keep 
the books, so whether I went over and got her to 
keep them or whether she came to me or whether 
he went over, I cannot remember. [34] 

@. Directing your attention to October, 1947, 
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did anything transpire at this time regarding your 
interest in the Beacon Cafe? 

A. That was the time that I sold my interest in 
the cafe. The dates have got me all wrong. 

Q. Did you sell your interest? 

A. Yes, I did. 

Q. Who did you sell it to? 

A. I sold it to James Staten. 

Mr. Bouchard: When was that? I didn’t get the 
vear. 

Mr. Sulivan: 1947. He wasn’t sure about the 
month. 

Mr. Bouchard: Al] right. 

. (ise Mr Peullivan): Did Mr. Staten put- 
chase your half interest? A. Yes. 

Q. Did you know if he was purchasing that for 
himself or was he a nominee for someone else? 

A. I don’t know that. 

Q. After you sold your half interest to Mr. 
Staten, who then owned the Beacon Cafe, if you 
know ? 

A. As far as I know, Mr. Staten and Mr. Baum- 
gardner, although it was in Mr. Staten’s name. 
What happened to the other half, I don’t know. [35] 

Q. Do you know how much was paid into escrow 
as the purchase price? A. At which time? 

Q. At the time the half interest was bought from 
Mrs. Guelff’s estate. 

A. $12,500.00 and half of the inventory. 

Mr. Sullivan: That is all. You may cross-exam- 
ine, Mr. Bouchard. 
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Cross-Examination 
By Mr. Bouchard: 


Q. Mr. Walker, you testified that you petitioned 
the Probate Court for Mrs. Guelff’s interest which 
was sold to you, is that correct? A. Yes. 

@. And what was the sale price of that? 

A. $12,500.00 and half of the inventory. 

Q. That is what you have just told us? 

A. Yes. 

Q. I think you said so far as you knew, Mr. 
Baumgardner put up the money. Mr. Baumgardner 
did not pay any money to you, did he? 

A. The money was paid into escrow. 

Q. It wasn’t paid to you? A. No, sir. 

Q. Now, when you sold your half interest in 
1947 to Mr. [86] Staten, I think you testified that 
you did not know whether he was buying it for, 
himself or for someone else; is that correct? 

A. No, sir, I presume he was buying it for 
himself. 

Q. But if he wasn’t you did not know; is that 
right ? A. Right, sir. 

Q. Now, you don’t know if Mr. Baumgardner 
did put up any of this purchase money to buy the 
Guelff interest ? A. No, sir. 

Q. You don’t know whether he was representing 
anybody else or not, do you? 

A. Whether he was representing anybody else‘ 

Or Yes. A. No, sir, I do not. 


| 
| 
: 
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Q. You have had no connection, I take it, with 
the Beacon Cafe since you sold out in 1947? 

he Nop air 

Q. How much did you sell out your half inter- 

est to Mr. Staten for? 

A. For $7,500.00 I sold out, plus half the inven- 
tory. 

Q. Plus half the inventory? A. Yes. 

@. Had the business between the time that the 
Guelff interest, some time in July of 1946, was sold 
and your sale to Mr. Staten in January of 1947, 

had business gotten worse, Mr. [37] Walker? 

AL Yes, sir, it had. 

| Q. As a matter of fact, it was never a very 

profitable undertaking, was it? 

A. The bottom dropped out of it right after that. 

_ Q. Now, you testified I think that you had an 

_ oral agreement with Mi. Baumgardner that you and 

he would split the profits, if any, is that right? 

A. Yes, sir. 

Q. But it was never reduced to writing? 

A. I would not say that it was never. I would 
have to qualify my statement to this effect, that I 
don’t remember everything that was in the papers 

that were drawn up in Miss Deener’s office, but 

“there was definitely an oral agreement that he had 
half of the Beacon and that half of the profits 

would be his. 

Q. Were there any profits between that period 
of July, 1946, and January, 1947, when you sold 
out ? Bu “NO, Sik 
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Mr. Bouchard: That is all, Mr. Walker, thank 
you. 

Mr. Sullivan: That is all, thank you, Mr. | 
Walker. 

The Court: You are excused. 


(Witness excused. ) 


The Court: What time do you gentlemen want 
to stop for lunch—12:30? [38] 

Mr. Bouchard: It is OK with me. 

Mr. Sullivan: Could we call one more witness? 
He has to get away this afternoon. 

The Court: What is his name? 

Mr. Sullivan: Staten. : 

The Court: All right, we will run until 12:30 
and then recess until 2:00 oclock. 

Mr. Sullivan: Thank you. 

The Clerk: Will you tell us your name, Mr. 
Witness, please? 

Mr. Staten: James L. Staten. 


Whereupon, 


JAMES L. STATEN 
ealled as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Q. Mr. Staten, where do you live? 
A. 1414 West El Segundo, Gardena. 


Commissioner of Internal Revenue 97 


(Testimony of James L. Staten.) 

Q. What is your business or occupation? 

A. I own a trailer park. 

Q. Directing your attention to the year 1946, 
what was your business or occupation at that time? 

A. What year was that? 

Q. 1946. [39] 

A. Ido not believe I was doing anything in the 
year 1946. 

Q. Directing your attention to the Beacon Cafe, 
were you connected with it in any way during the 
year 1946? 

A. Now, I may have been. I was thinking it was 
1947. Probably it was 1946, if your records so show. 

Q. And in what way were you connected with 
the Beacon Cafe? 

A. Well, I was, I guess you would eall it part 
owner. 

Q. Will you tell the Court how you happened 
to acquire an interest in the Beacon Cafe—how you 
became part owner? 

A. Well, I believe that Jack Baumgardner—I 
don’t remember how it came about—but we were 
talking about my recently having gotten out of the 
army and I wasn’t doing anything and Mr. Baum- 
eardner mentioned this Beacon Cafe and said, ‘‘You 
have had experience along that line; why don’t you 
take that Beacon Cafe over ?’’ 

TI don’t remember the conversation, but anyway 
T agreed to take it. 

Q. Did you invest anv money in it? 
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A. No, not my own money, none of my own 
money. 

Q. I show you a photostatic copy of an escrow 
statement dated January 4, 1949, and ask you if 
vou can identify that? 

Mr. Bouchard: 1949, did you say? [40] 

Mr. Sullivan: Yes. 

The Witness: Well, I don’t recognize this. This 
was when I went out. 

The Court: Will you speak a little louder, Mr. 
Witness? 

The Witness: All right. I said I do not recog- 
nize this one because this was on the sale going out. 

Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit T for identification and ask you if 
you can identify that? A. Yes. 


(The document above referred to was 
marked Respondent’s Exhibit T for identifi- 
cation.) 


Q. (By Mr. Sullivan): What is that? 

A. Well, this is the escrow when I took over the 
Beacon Cafe. 

Q. Whose interest did you take over in the 
Beacon Cafe, Mr. Staten? 

A. Well, I believe it was Clyde Walker’s. In 
fact, I am sure it was Clyde Walker’s. 

Q. Directing your attention to this ‘Deposited 
into escrow B Account Staten $2,500.00’’—did you 
deposit that into the escrow? 
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A. No, that was in escrow when I went to the 
bank. [41] 

Q. Do you know who deposited it in the escrow ? 

A. No, I don’t. 

Q. Directing your attention to ‘James L. 
Staten, $5,760’’—did you deposit that amount im 
escrow ? A. I did. 

@. Where did you get that money? 

A. From Jack Baumgardner. 

Q. Will you tell the Court, if you can remember, 
when and how he gave it to you? 

A. We were sitting in a booth at the Beacon 
Cafe. Clyde Walker was there and Jack handed 
me this money in an envelope. I presume it was 
money. Anyway, I just took it over and put it in 
escrow and I got the receipt for it. I don’t know 
if it was cash or if it was a check. 

Mr. Sullivan: At this time, the Respondent 
offers Exhibit T for identification into evidence. 

Mr. Bouchard: No objection. 

The Court: Admitted. 


(The document heretofore marked Respond- 
ent’s Exhibit T was received in evidence. ) 


Mr. Bouchard: What is that? 

The Clerk: Exhibit T. 

Myr. Sullivan: T. 

Mr. Bouchard: Thank you. 

Mr. Sullivan: Your Honor, I have the account 
book [42] here, which is rather bulky to have in 
evidence. If Mr. Bouchard will agree T have two 
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photostatic copies here of two pages, which I am 
going to talk about. 

May I have these marked Respondent’s Exhibits 
next in line for identification ? 

The Clerk: Exhibits U and V. 


(The documents heretofore referred to were 
marked Respondent’s Exhibits U and V, re- 
spectively, for identification.) 


Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit U for identification and ask you if 
you can identify this 

Mr. Bouchard: Just a moment. The question is 
leading at that place. I suggest you can just ask 
him if he can identify it without telling him what 
iiekee 

The Court: Do you know what that is a photo- 
stat of ? 

The Witness: Well, only from the conversation 
that it is part of the account book here. 

The Court: It is admitted and stipulated, isn’t 
it, that this is a photostat of a sheet from the book 
of account? 

Mr. Sullivan: That is right, your Honor. 

Mr. Bouchard: I suppose that is what it is. It 
is the first time that I have seen it. I take it that 
it is a photostat of this sheet. [43] 

Mr. Sullivan: Yes, it is. 

Q. (By Mr. Sullivan): Can you identify it 
further? 


Commissioner of Internal Revenue 101 


(‘Testimony of James L. Staten.) 

A. I eannot identify it because 1t was kept by 
the puble accountant. 

Q. If I show you the book, can you identify the 
hook then? A. I ean identify the book, yes. 

The Court: What is the book? 

The Witness: It is the book the accountant kept 
for the Beacon Cafe, but I cannot identify any- 
thing. I did not keep the books. 

Q. (By Mr. Sullivan): Directing your atten- 
tion to the first item on Exhibit U for identification, 
at page 30 it shows cash on hand $2,950.00—did you 
put that $2,950.00 cash into the Beacon Cafe? 

A. Not myself, no. 

Q. Do you know who did? 

A. Well, I believe that $950.00 of it was in the 
inventory and Jack Baumgardner gave me an addi- 
tional $2,000.00. 

Q. Now, I show you Exhibit V for identification 
and ask you if you can identify that? 

A. Well, I cannot identify it other than that I 
know it came from the book there, yes. [44] 

Q. You know it came from the book there? 

A. Yes. 

Q. Appearing here on October 1, 1947, is a jour- 
nal entry of $8,818.00—can you identify that—do 
vou have any recollection of that? 

A. None at all of that. 

Mr. Sullivan: Thank you. 

Q. (By Mr. Sullivan): Did vou consider vour- 
self the owner or the manager of the Beacon Cafe? 
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A. I eonsidered myself the owner—at least, the 
part owner. | 

Q. But you, yourself, had put no money into 1t? 

A. No money at all. 

Q. When you had decisions to make, would you 
eonsult with Mr. Baumgardner? 

A. Well, not necessarily. I might have on one 
or two occasions when I first went in there. 

Q. Would you consider Mr. Baumgardner the 
owner? A. JI did at that time. 

Q. Did you know Jim Bruno? A. Wes, 

Q. Did Mr. Bruno ever indicate to you that he 
was the owner of the Beacon Cafe? 

A. At one time, yes. [45] 

Q. He did? A. Yes. 

Q. Will you tell the Court how he indicated to 
you that he was the owner? 

A. Well, I had been in the Beacon Cafe, I guess 
about—I am guessing about this now—I had been 
there probably three or four months and the place 
when I took it over was quite run down, and there 
were a lot of changes to be made and I was spend- 
ing a lot of money and I had gone to Jack or he 
had come in there—anyway, it was about some 
minor changes and he said, ‘‘ Well, go ahead,’’ and 
is clne. 

Q. By ‘‘Jack,’’ you mean 

The Court: Mr. Baumgardner? 

The Witness: Yes. And after three or four 
months had passed, I went to him about a consid- 
erable amount to be paid. I had to tear a staircase 


Commissioner of Internal Revenue 103 


(Testimony of James L. Staten.) 
sout of the front and it involved a good bit of money. 
i said to Jack, ‘“Isat OK to do it?”’ 
: And he said, ‘‘I don’t have anything to do with it. 
Jim Bruno owns the place.’’ 
1 I said, “I thought you owned it.”’ 
| Q. (By Mr. Sullivan): My question was, did 
>Jim Bruno ever indicate to you that he owned it? 
| <A. Well, a few days after that, Jack brought 
i im Bruno [46] in and I said, ‘‘Well, what do you 
/want to do about it?’’ 
| He said, ‘You are running it. You have got the 
-money, spend it,’’ and I was in there more or less 
on my own. 

I think there was only one more occasion that 
Jim Bruno ever came into the place. 

Q. Did you discuss profits or losses with Mr. 
Baumgardner ? 

A. Yes, I think at that time, or it might have 
‘been later, why, as the place wasn’t going any good, 
sand he asked me if I wanted to buy out his interest 
yas T had agreed when I went in there, I was sup- 
‘posed to get half of the place and put it in my 
name and at any time I could buy out the other half. 

And J hadn’t been there too long when I found 
it was a losing proposition and I said, ‘‘When my 
year is up, I do not want to have anything more 
to do with the place.”’ 

Q. You considered you had a gift of a half in- 
terest ? 

, <A. A gift of a half interest, should TI decide to 

buy the other half. 

Q. The gift of the half interest was contingent 
on your buying the other half? 
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A. That is right. 

Q. How long did you manage the Beacon Cafe? 

A. One year to date. 

Q. Then what happened to your interest [47] 
in it? 

A. Well, two or three days before the 1st of 
October, why, Andy Lococo came in, said “‘I am 
buying out your interest,’’ or buying the cafe. I 
don’t remember which he said, but he said ‘“‘I am 
buying you out.” 

And I said, ‘‘ Well, have you talked it over with 
Jim?’’ And he said ‘‘Yes,’’ and I said ‘‘That is_ 
good enough for me,’’ because at that particular 
time we were not on too good speaking terms. 

@. He did not ask you if he could buy your 
interest out? 

A. No, he said he was buying it out. 

@. He told you he was buying it? 

A. Yes. 

@. Were you paid anything for the sale of your 
interest to Mr. Lococo? 

A. Nota cent. That is why I did not recognize 
that other escrow paper because I had nothing to 
do with it. 

Mr. Sullivan: May I have this marked as Re- 
spondent’s Exhibit next in order? 

The Clerk: W. 


(The document above referred to was 
marked Respondent’s Exhibit W for identifi- 
cation. ) 
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Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit W which has been marked for identi- 
fication, which purports to be a photostat [48] of 
an escrow statement and I ask you if you can iden- 
tify that? 

A. Well, I don’t recall. I thought I had signed 
the one. My signature isn’t on the same place, but 
it is an escrow paper, but I don’t know if I have 
seen it before. I probably have, but I am not sure. 
I signed the final escrow paper. 

Q. Does that reflect the sale of your share of the 
Beacon Cafe to Mr. Lococo? 

A. Well, I am quite sure it does, like I say, I 
know that I have signed the one for the final sale, 
I had to. 

Mr. Bouchard: Let me see it, please. 

Mr. Sullivan: Pardon me. 

Mr. Sullivan: At this time, I offer Respondent’s 
Exhibit W for identification into evidence. 

Mr. Bouchard: No objection. 

The Court: Admitted. 

The Clerk: Exhibit W. 


(The document heretofore marked Respond- 
ent’s Exhibit W, was received in evidence.) 


Q. (By Mr. Sullivan): How long did you man- 
age the Beacon Cafe, Mr. Staten? 

A. One year. 

Q. Did you report the Beacon Cafe on your 
individual [49] tax return ? 
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A. Well, I think so. I don’t know—in fact, I am 
quite sure I did. I can check on it. 

Mr. Sullivan: Will you mark this document as 
Respondent’s Exhibit next in order, for identifica- 
tion ? 

The Clerk: X. 


(The document above referred to was 
marked Respondent’s Exhibit X for identifi- 
cation.) 


Q. (By Mr. Sullivan): JI show you Respond- 
ent’s Exhibit X for identification and ask you if 
you can identify that? 

A. Well, I am sure this is the amount—I would 
have to check this, but I am sure that is the receipt 
I got for the money when I took it over to the 
escrow. $5,760.00 is the figure and I am sure it 
corresponds to the other. 

Q. That is the money you testified Mr. Baum- 
gvardner gave to you? A. Iam sure it is. 

Mr. Sullivan: At this time, I offer Respondent’s 
Exhibit X marked for identification, in evidence. 

Mr. Bouchard: No objection. 

The Court: Admitted. 

The Clerk: Exhibit X. 


(The document above referred to as Respond- 
ent’s Exhibit X was received in evidence.) [50] 


Mr. Sullivan: That is all of this witness. Cross- 
examine, Mr. Bouchard. 
Mr. Bouchard: No cross-examination. 
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The Witness: Am I excused now? 

The Court: Yes. 

The Witness: Thank you. 

Mr. Sullivan: Just a moment, please. 

The Court: Maybe there are a few more ques- 
tions for you. 

Mr. Sullivan: That is all. Thank you, Mr. 
Staten. 

The Court: You are excused. 


(Witness excused. ) 


The Court: We will recess until 2:00 o’clock 
this afternoon. 


(Whereupon, at 12:20 pm., a recess was 
taken until 2:00 p.m. of the same day.) [51] 


Afternoon Session, 2:10 P.M. 


The Clerk: The Court will be in session. 

Mr. Sullivan: Your Honor, at this time I would 
like to apprise the Court that the evidence intro- 
duced this morning indicates that there is an in- 
creased deficiency in one year and I would like per- 
mission to amend the answer to conform to the proof 
and I would like to submit a written amendment 
tomorrow. 

The Court: I will pass on that when you get 
your amendment ready. 

Mr. Sullivan: Thank you, your Honor. 

Mrs. Majorell. 

The Clerk: Will you tell us your name, please? 

Mrs. Majorell: Melanie Majorell. 
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Whereupon, 


MELANIE MAJORELL 
called as a witness for and on behalf of the Respond- 
ent, having been first duly sworn, was examined and 
testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Mrs. Majorell, where do you live? 
3001 Hollyridge Drive in Los Angeles. 
What is your profession? 
T am an attorney at law. [52] 
Are you here in answer to a subpoena duces 
tecum directing you to bring certain documents? 
Yes, sir, I am. 
Have you brought those documents? 

A. I have. 

Q. Do those documents relate to an escrow of 
the Beacon Cafe? ney lniatart. 

Q. Did you handle the escrow of the Beacon 
Cafe that was completed on January 10, 1947? 

A. Yes, sir. 

Mr. Sullivan: May I have this marked as Re- 
spondent’s Exhibit next in order? 

The Clerk: Y for identification, sir. 


CPOPS 


One 


(The document above referred to was marked 
Respondent’s Exhibit Y for identification.) 


Mr. Sullivan: And this other one, also. 
The Clerk: And Z for identification. 
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(The document above referred to was marked 
Respondent’s Exhibit Z for identification.) 


Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit Y for identification and—— 

Mr. Bouchard: What is that, Mr. Sullivan? 

Mr. Sullivan: Oh, sorry. [53] 

Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit marked for identification Y, and ask 
you if you ean identify that? A. Yes, I ean. 

Q. What is it? 

A. It is a photostatic copy of the yellow office 
copy that I have, or had, of the Beacon Cafe escrow, 
which I handled and which closed on January 10, 
1947. 

Q. I hand you Respondent’s Exhibit Z for iden- 
tification and ask you if you can identify that? 

A. Yes, I can. 

Q. What is it? 

A. It isa photostatic copy of a yellow office copy 
that I have and had concerning the Beacon Cafe 
with notes and figures that I made at the time and 
they are indicated on it. 

And also it contains the signature of Clyde 
Walker with reference to money that he received 
at the time that escrow was completed. 

Mr. Sullivan: Will you mark this as the Re- 
spondent’s Exhibit next in order? 

Mr. Bouchard: Wait a minute. Are those some 


new exhibits? 
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Mr. Sullivan: I am having them marked for 
identification. [54] 

The Clerk: AA. 


(The document above referred to was marked | 
Respondent’s Exhibit AA for identification.) | 


The Clerk: Will this be all one exhibit? 
Mr. Sullivan: No, make that two. 
The Clerk: BB and CC. 


(The documents above referred to were 
marked Respondent’s Exhibits BB and CC for 
identification. ) 


Mr. Sullivan: Mark this one as Respondent’s 
Exhibit next in order, please. 
The Clerk: DD. 


(The document above referred to was marked 
Respondent’s Exhibit DD for identification.) 


Mr. Sullivan: Thank you. 

Q. (By Mr. Sullivan): Mrs. Majorell, what was 
your name at the time you prepared this escrow? 

A. Melanie Diamond was my maiden name. 

Q. I show you Respondent’s Exhibit, AA marked 
for identification and ask you if you can identify 
that document, Mrs. Majorell ? A. Yes. 

Q. What is it? 

A. This is the photostatic copy of my Trust Ac- 
count check showing both the front and reverse of 
the check issued [55] on November 30, 1946, signed 
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by myself and payable to M. R. Baumgarden for 
| $32.74. 

Q. Can you tell me what that check was in pay- 
ment of ? . 

A. I do not believe it was in payment of any- 
thing. I think my best recollection is that it was a 
return of balance for moneys paid for deposit—in 
other words, for overpayment of money that I had 
received. 

@. You received in connection with what? 

A. In connection with the Beacon Cafe. 

Q. I show you Respondent’s Exhibit marked for 
identification as BB—— A. Yes. 

Q. Can you identify that? A. Yes. 

Q. What is it? 

A. I ean identify the top sheet which is the 
photostatie copy of a check, both the front and the 
reverse side, which I recognize by my signature on 
the reverse side. It is a check for $2,500.00. 

Q. What was that check in payment of? 

A. Well, I can tell you that it was taken by me 
and deposited and used in connection with the 
Beacon Cafe escrow for the payment. The same 
amount was paid out on the same day by me, out of 
the same Trust Account wherein this check was [56] 
deposited and paid out as a down payment to the 
sellers, Mr. Carnes and J. Guelff, deceased. 

Q. I now hand you Respondent’s Exhibit CC 
for identification and ask you if you can identify 
this document ? A. Wes, i can. 

Q. What is it? 
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A. I would identify this as being the photostatic 
copy of a check the same way by reason of the en- | 
dorsement which bears my name last on it as having : 
been received and applied in the Beacon Cafe as 
shown. | 

Q. I hand you Respondent’s Exhibit DD for | 
identification and ask you if you ean identify that | 
document ? A. Yes. : 

Q. What is it? 

A. Itisa photostatic copy of a check. I can iden-| 
tify it also only by reason of the endorsement which | 
bears my name last, as having been used in the re-, 
ceipt of moneys to be used in the Beacon Cafe as 
shown. 

@. Did you prepare another paper in connection 
with this escrow from an affidavit for Mr. Clyde 
Walker? A. Affidavit? 

). Yes. A. No, sir. 

@. Are you sure? 

A. You asked me, sir, and the answer is 
‘no.’ [57] 

Mr. Sullivan: May I now have this document 
marked for identification as Respondent’s Exhibit 
next in order, please? 

The Clerk: EE. 


(The document above referred to was marked 
Respondent’s Exhibit EE for identification.) 


Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit marked for identification EE and ask 
you if you can identify that? A. Yes. 


Commissioner of Internal Revenue 113 


(Testimony of Melanie Majorell. ) 

Q. What are these? 

A. ‘These are photostatic copies of bank deposit 
slips for deposit to my Trust Account in 1946. The 
first one is for the $2,500.00 dated July 22, 1946, and 
the second one is November 30, 1946, showing a total 
of $11,080.00. 

Mr. Sullivan: At this time I would like to offer 
Respondent’s Exhibits AA, BB, CC, DD and EE 
in evidence, your Honor, also Y and Z. 

Mr. Bouchard: Well, I object to the offer of 
Respondent’s Exhibit Z and Respondent’s Exhibit 
Y on the ground that they are hearsay and photo- 
static copies of the notes of an attorney’s office, 
which are hearsay and do not refer to the Petitioner 
in this case at all. 

Mr. Sullivan: Your Honor, these are notes— 
photostatic copies of the notes that the witness has 
been referring [58] to and the notes of the escrow 
that have to do with these checks. If your Honor 
will examine them—— 

Mr. Bouchard: I make no objection to any other 
exhibits excepting those stated. 

Mr. Sullivan: Those exhibits have to do with the 
Petitioner in this case. 

Mr. Bouchard: The two exhibits which the Court 
is looking at, do not refer to the Petitioner in this 
ease at all. 

Mr. Sullivan: But they do refer to the Peti- 
tioner in this case. 

The Court: The objection is overruled. As T 
understand it, they refer to the transaction whieh 
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was described this morning by the witnesses. They 
will be admitted. 


(The documents heretofore marked Respond- 
ent’s Exhibits Y, Z, AA, BB, CC, DD and EE, 
respectively, were received in evidence. ) 


Mr. Sullivan: That is all. You may cross-ex- 
amine, Mr. Bouchard. 
Cross-Examination 
By Mr. Bouchard: 


Q. Mrs. Majorell, how long have you practiced 
in Hawthorne—I take it that your office is in Haw- 
thorne? A .Yes. 


Q. How long have you practiced there? [59] 

A. Since 1941. 

Q. You do not live in Hawthorne? 

A. No, I do not. 

Q. Are you acquainted with Mr. Baumgardner? 
A. Yes, I am. 

Q. How long have you known him? 

A. Since shortly after I came to Hawthorne. 


That is, to practice law. 

Q. During the period that he was chief of police 
of the City of Hawthorne? 

A. He was chief of police there when I came. 

Q. Have you ever represented Mr. Baumgardner 
in any legal matters? A. Yes. 

Q. When you represented Mr. Baumgardner, 
were you employed by Mr. Baumgardner in con- 
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nection with the Beacon Cafe matter? A. No. 
Q@. Were you the attorney for the executor or the 
executrix in the Guelff Estate? Ae No gsi 


Q. In connection with the purchase of the inter- 
est of the Guelff estate, were you representing Mr. 
Walker? A. Yes, sir. 

Q. You have not represented Mr. Baumgardner 
in connection [60] with any matter pertaining to 
the Beacon Cafe? A. No, sir. 

Q. Was Mr. Baumgardner ever in your office 
during the time that the escrows relating to the 
Beacon Cafe were being created and handled? 

A. I am sorry but that I could not remember 
because it was a period of months and the Beacon 
Cafe is located in the same big building and my 
office is one of the offices in the same building, very 
close, and the Beacon Cafe was also the lunch room, 
so I would have no way of recollecting it but it is 
very likely that I did see him in that period. 

Q. Some of the exhibits just offered in evidence 
are checks in which Mr. Baumgardner’s name was 
mentioned as the payee, some of them over your 
signature. You do not know, do you, whether or not 
Mr. Baumgardner was acting for any other person 
in connection with the Beacon Cafe escrows, Mrs. 
Majorell? 

A. I have no knowledge as to the background, 
other than the actual transfer. 

Q. Just whatever the escrows show, that is the 
extent of your knowledge, is it? 

A. As far as he is concerned. 
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Mr. Bouchard: That is all. 

Mr. Sullivan: No further questions. 

The Court: All right, thank you, Mrs. Majorell, 
you [61] are excused. 


(Witness excused. ) 


Mr. Sullivan: Mrs. Strewn, please. 
The Clerk: Will you tell us your name? 
Mrs. Strewn: Irene Strewn. 


Whereupon, 


IRENE STREWN 
was called as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


@. Wull you spell your last name, please, Mrs. 
Strewn ? A. S8-t-r-e-w-n. 
Mrs. Strewn, where do you live? 
I live in Manhattan Beach. 
What is your business or occupation ? 
I am in the accounting business. 
Were you in the same business in 1946? 
Yes, sir. 
Directing your attention to the year 1946, did 
you have occasion to have as one of your clients 
the Beacon Cafe, Mrs. Strewn? my. — Yies, Sint 
Q. Could you please tell the Court how you hap- 
pened to [62] acquire this client? 


OPOoPeore 
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A. My office was next door to a little cafe and 
the girls were going next door to get coftee. I then 
met Mr. Baumgardner, and a couple of other gentle- 
men, and Mr. Baumgardner said, ‘‘Just a minute, 
T have been wanting to talk to you.’’ 

So I said, ‘‘Yes.’’ So we stepped to one side to- 
gether and he said, ‘‘I have advanced’’ or ‘‘loaned”’ 
—I am not sure of the exact words, either ‘‘ad- 
vanced”’ or ‘‘loaned money to Clyde Walker, and I 
have not been able to get any of it back.’’ 

And he said, ‘‘I think it is the people who are 
doing his books, and I was wondering if I could get 
him to give the work over to you. Perhaps if he did 
that, I would get some of my money back.”’ 

Well, I was very elated because it was a pretty 
vood-sized cafe, and I said, ‘‘I will be glad to.”’ 

Q. I want to show you Respondent’s Exhibit U 
which has been marked for identification and I ask 
you if you recognize this? 

Now, it is stipulated between counsel that that is 
a photostat of a page of this ledger here (indica- 
ting). 

A. I think this came from not the first of the 
Beacon books—well, I am not sure, but I think this 
was the second set of books of the Beacon. [63] 

Q. Is that your handwriting there? 

wm Wes: 

(). I show you Respondent’s Exhibit V for iden- 
tification and ask you if you can identify that? 

A. Well, that isn’t my handwriting here at the 
bottom and I wouldn’t know. There was a couple of 
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sets of books and I would not know what this was 
from. Oh, Staten, I am sorry, yes, this would be: 
from Mr. Staten’s book. It says it right here. 

Q. And what does this purport to be—could you 
explain it to us? 

A. Iam sorry that I cannot explain it better but 
there was a former set of books. Mr. Walker brought, 
his books to me and the accountant that had them at. 
that time only had some work sheets and no books, 
and I think his books were set up from these work 
sheets and these were journals that were left in 
Mr. Walker’s set of books. | 

This journal was taken from the former book, so 
these are not the originals. There is a set of books 
previous to that. 

Q. I direct your attention to the second entry 
on here, September 30 set up, assets left from previ- 
ous half interest, that came from Mr. Walker’s 
books? } | 

A. That came from Mr. Walker’s books. 

Q. I direct your attention to the third entry, | 
the [64] set-up investment inventory half interest 
from escrow statement. | 

A. This was a journal made in September and it : 
would have been wrong because the escrow did not. 
come from the bank until six months later. This 
entry was made at least six months before the 
escrow paper. 

Q. Directing your attention to Respondent’s 
Exhibit V for identification, does this show the 
capital account and the investment in business? 
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A. Well, it is supposed to, but these journals 
came from a previous set of books and I do not have 
them and I don’t know what Mr. Walker did with 
them. 

Mr. Sullivan: At this time I would like to offer 
Respondent’s Exhibits U and V for identification 
mn evidence, your Honor. 

Mr. Bouchard: I have to object to them as hav- 
ing no materiality and they do not seem to bear on 
any issue in the ease. 

The Court: What is the purpose of these? 

Mr. Sullivan: These are from the books of the 
Beacon Cafe. Mrs. Strewn testified that she kept the 
books and they show the capital account and one of 
the issues in this case 1s who owns the Beacon Cafe 
and what investment was in it. 

The Court: Is there any way to connect the [65 | 
Petitioners with these sheets? I take it that they 
are sheets from the books of the Beacon Cafe? 

Mr. Sullivan: Yes, sir. Rather than put in the 
big ledger here, I had those photostated and we have 
had testimony that the Petitioners had money go 
into the Beacon Cafe and this is the capital account 
of the Beacon Cafe. 

Mr. Bouchard: It doesn’t tie up with the Peti- 
tioners in any way. 

The Court: Well, you might be able to make 
some tie in there. The objection is overruled. It will 
be admitted. 

The Clerk: U and V in evidence. 
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(The documents heretofore marked Respond- 
ent’s Exhibits U and V, respectively, were re- 
ceived in evidence. ) 


Q. (By Mr. Sullivan): And for what period of 
time, Mrs. Strewn, did you keep the books of the 
Beacon Cafe? 

A. Well, I don’t remember. i kept them for Mr. 
Walker, as I say, that was the books before these 
that you are looking at, the original set of books and 
then when Mr. Staten came in and I kept them for 
Mr. Staten until he went out, but I could not tell 
you about the period of time. 

You have the books. You should be able to tell by 
the entries of the books, the time. [66] 

Q. You stayed until Mr. Staten sold his interest, 
did you? A. Yes, until he went out. 

Mr. Sullivan: That will be all, Mrs. Strewn, 
thank you. 

Just a minute, Mr. Bouchard might. want to cross- 
examine. 

Mr. Bouchard: Yes, I do. 


Cross-Eixamination 
By Mr. Bouchard: 


Q. Mrs. Strewn, you testified that Mr. Baum- 
gardner met you on the street and said that he 
would like to have you take a look at the Beacon 
Cafe books that he had? A. Yes. 
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Q. Who actually hired you? 

A. Mr. Walker. 

Q. Mr. Walker actually hired you? 

A. Yes. 

Q. To do the work? A. Yes, a month later. 

Q. Did he come to your office to employ you? 

UR) Wess 

@. And you then went to work for Mr. Walker 
in taking care of the books? A. Yes. [67] 


@. Do I understand your testimony correctly 
that when you started to take care of these books 
for Mr. Walker, he did not have any prior records ? 

A. Just a few sheets of paper were all that I 
could find. 

Q. And in setting up the books for Mr. Walker, 
you did not have very much to work on, did you? 

A. No, I have to admit I was inexperienced and 
I took Mr. Walker’s word for it. 

Q@. Whatever entries you set up on the books, 
you obtained from Mr. Walker or were based on 
what Mr. Walker had told you? 

A. That is right. 

Q. Now, did you prepare the income tax returns 
from Beacon Cafe—for the Beacon Cafe for any 
of the years? 

A. No, the Beacon Cafe returns—the income tax 
return was made for the individuals and there is 
another error, the income and the outgo and the 
losses were deducted by Mr. Walker on his return 
while he was there and Mr. Staten took them for 
the amount of time that he was at the Beacon Cafe. 
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Q. At the time Mr. Walker was there, he ac- 
counted in his return for all of the profits and all 
of the expenses, did he? A. That is right. 

Q@. And when Mr. Staten was there, he reported 
on his [68] individual return all the profits and all 


the expenses, is that right? A. That is right. 
Q. You did not file for the Beacon Cafe the 
partnership return, did you? A. No. 


Mr. Bouchard: That is all. 

Mr. Sullivan: Can I have Exhibits U and T, 
please, Mr. Clerk? 

Mr. Bouchard: One more question, please. 

Q. (By Mr. Bouchard): Anywhere on _ the 
books of the Beacon Cafe, does the name of Mr. M. 
R. Baumgardner or Jack Baumgardner appear? 

A. No. 

Mr. Bouchard: ‘That is all. 


Redirect Examination 
By Mr. Sullivan: 


Q. I show you Respondent’s Exhibit Z and ask 
you whether you have previously seen a copy of 
that? 

A. Well, this is the escrow. I told you that was 
put into the book on September of the year before 
and in March of the following year, I got this from 
the escrow. It was put in the book merely from what 
they told me. 

Q. Do the figures on Respondent’s Exhibit T 
appear on Respondent’s Exhibit U? [69] 
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A. This is the $7,500.00 here of the license in 
escrow. Yes, they appear. All but this $2,500.00 
doesn’t show. Oh, I see it is over here (indicating). 

OF Yes. 

A. But that was six months after the books were 
set up. 

Q. Did you know when you were keeping the 
books that the Beacon Cafe was a partnership ? 

A. Well, it was a mystery. I never was able to 
figure it out. It was certainly set up wrong as far as 
I was coneerned, but I was new in the business then 
and I made an error, no doubt as I should have 
made more inquiries but never did. 

The Court: How do you know that you made an 
error, Mrs. Strewn ? 

The Witness: I took Mr. Walker’s word for it. 
He said an uncle of his owned a part of it and I 
said, ‘‘How did you acquire it?’’ And he said that 
that was his business. 

T took it from Mr. Walker. I didn’t know what 
they paid for it. Mr. Walker told me what the fix- 
tures and everything cost. 

Mr. Sullivan: Thank you, that will be all. 

Mr. Bouchard: That is all. 

The Court: Thank you. 


(Witness excused.) 
Mv. Sullivan: I will call Mr. Adams. 
The Clerk: Will you tell us your name, Mr. 


Witness? [70] 
Mr. Adams: Raymond Turner Adams. 
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Whereupon, 


RAYMOND TURNER ADAMS 
called as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Q. Have you ever used any aliases—any other 
names, other than Raymond Turner Adams? 

A. Yes, sir. 

The Court: Try to speak as loudly as you can 
so that everybody will hear you. 

The Witness: Yes, sir. 

Q. (By Mr. Sullivan): Do you remember any 
of them? 

A. Yes, I use Roy Miller and Ray Miller. 

Q. Do you know the Petitioner in this case, Mr. 


Baumgardner ? A. Yes. 
Q. Have you had any business dealings with Mr. 
Baumgardner ? A. Yes, sir. 


Q. Would you relate to the Court the nature of 
these transactions you had with Mr. Baumgardner, 
giving the dates and [71] places as closely as you 
can, and not repeating any conversation excepting 
that which was made in the presence of Mr. Baum- 
gardner ? 

A. Well, I had association with Mr. Baumgard- 
ner when I received my taxicab permit. I had asso- 
ciation with Mr. Baumgardner when there was a 
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proposition regarding a deal of a house of ill-repute 
at one time. 

Q. Will you explain what dealings you had with 
Mr. Baumgardner in respect to the house of ill- 
repute in Hawthorne ? 

A. Well, when I was working for City Cab, well, 
my boss, Carl Ganatta, at that time he came to me 
with a deal to make contact with Mr. Baumgard- 
ner for the arrangement of a pay-off to operate a 
house under protective custody and that was in the 
early spring of 1948, around about May. 

It was about that time, but I don’t remember the 
date and Carl took me over behind the police sta- 
tion to a cafe which was next door. Mr. Baumgard- 
ner was there at that time early in the morning and 
Carl told him there was somebody else operating 
and Mr. Baumgardner said he would find out who 
it was some day. 

And My. Baumgardner paid for the coffee for 
all of us and we went out to the alley behind the 
police station and Mr. Baumgardner said to us, 
“What is it you want?”’ 

And Carl said, ‘‘Well, I brought Mr. Rae over 
here to [72] talk about this deal,’’ so Mr. Baum- 
gardner and Carl and I proceeded in and Mr. 
Baumgardner said to Carl, ‘‘What did I tell you?”’ 

And Carl said, ‘*You told me 10 per cent for the 
policeman’s welfare fund and $10.00 a day for you.”’ 

Mr. Sullivan: Just relax, Mr. Adams. 

The Witness: It has been so long ago, I am a 
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little mixed up on it. It is a long time to remember 
all these things. 

Then Mr. Baumgardner says: ‘‘Well, a madam 
gave me that.’’ And he showed us a diamond ring 
on his finger. ‘‘I know what those places can make”’ 
and at that point, if I remember right, it was when 
the conference was over and he said that he would 
see us at the donkey baseball match. 

Q. (By Mr. Sullivan): Did you see Mr. Baum- 
gardner at the donkey baseball game? 


A. Yes, sir. 

Q. Did you talk with him then? 

A. Yes. 

@. Were any arrangements made? 

A. No, sir, not at the donkey baseball game. 


Q. Who did you go to the donkey baseball game 
with? 

A. Carl Ganatta and Phyllis Miller—her name 
is Shirley something. [73] 

Q. Who is Phyllis Miller? 

A. She was one of the girls that was operating 
with me at that time. 

Q. She was a prostitute? A. Yes. 

Q. Did you again see Mr. Baumgardner after 
the donkey baseball game? 

A. I never saw Mr. Baumgardner myself again 
until a later date when I asked him for a cab per- 
mit at the Beacon Cafe. 

Q. Did you, in fact, operate a house of prostitu- 
tion in Hawthorne? A. Yes, sir. 

Q. Did you make protection payments ? 
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A. Yes, sir. 

Q. Who did you make the payments to? 

A. Carl Ganatta. 

Q. How much were they? 

A. $300.00 per week. 

@. How many weeks did you make them for? 

A. Five weeks. 

Q. Were you accompanied on any of these pay- 
ments by any one? 

A. Once by Phyllis Miller. 

Q. Did you get protection? [74] 

A. Yes, sir. 

Q. Do you know whether Mr. Baumgardner got 
any of these payments? 

A. I cannot state that I know that, no. 

The Court: What was that answer, ‘‘no, sir,’’ or 
you don’t know? 

The Witness: Well, no, sir; I don’t know. I 
don’t know how to say it, your Honor. 

Q. (By Mr. Sullivan): Did Mr. Baumgardner 
at the time of either when you met behind the police 
station or at the time of your meeting at the base- 
ball game, indicate that Carl Ganatta was his agent 
in this business deal ? 

A. He stated at the baseball game, ‘‘T will let 
you know later, Carl.’’ 

Q. Did Carl let you know later? 

A. He told me I would have to get a house in 
Hawthorne and I would have to notify him where 
the house was and that he would notify Mr. Baum- 
gardner and [ would make all payments to him, 
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that these were the orders that came from Mr. 
Baumgardner. 

Q. How long did you operate in Hawthorne? 

A. The total amount of time? 

Q. Yes. 

A. Just about six or seven weeks in Hawthorne 
itself. 

Q. Did you have the house operating [75] 
openly ? 

A. It was wide open for anybody that wanted 
to come. 

Q. For the whole six or seven weeks? 

A. No, sir; for the period of five weeks—two 
weeks I operated on the telephone system out of 
the house there but the five weeks it was open to 
all cabs and bell-boys who directed the traffic there. 

Q. Have you ever been convicted of a felony, 


Mr. Adams? A. Yes, sir. 

Q. Did you serve time in prison? 

A. Yes, sir. 

Q. When did you get out? A. 1951. 

@. Have you been in trouble since then? 

A. No, sir. 

Q. Do you have any reason to dislike Mr. Baum- 
gardner, Mr. Adams? A. No, sir. 


Mr. Sullivan: Thank you, Mr. Adams, that will 
be all. 
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Cross-Examination 


By Mr. Bouchard: 


Mr. Adams, are you married? 

Yes, sir. 

Do you have any children? [76] 

Yes, sir. 

When were you married—strike that, please. 


Were you married in 1948 and 1949? 


rOPOPOo ro S 


Yes, sir. 

Did you have children then? 

Yes, sir. 

Where were you living? A. Hawthorne. 
What was your business? 

City cab driver. 

How long had you been a city cab driver? 
About three years. 

All that time in the City of Hawthorne? 
No, sir; I was two and a half years in Haw- 


thorne. 


OPpoore 


Was your license at any time picked up? 
My license was picked up. 

Your permit to drive a car? A. Yes. 
When was that done? 

In 1948, I believe it was, sir. 

Was it before the conversations that you 


iti you had with Mr. Baumgardner in the alley 
of the police station, Mr. Adams? 


A. 
Q. 


It was about six months later, sir. 
Was vour license to drive picked up more 
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than once, [77] Mr. Adams? A. No, sir. 

Q. You have been convicted of pimping, have 
you not? A. That is right, sir. 

Q. And you have pleaded guilty to such charge, 
have you not? A. Yes. 

Q. And you have served time for such an of- 
fenee, have you not? A. Yes. 


Q. You said you had no reason to have any ill- 
feeling towards Mr. Baumgardner, is that right? 

A. That is right. 

Q. Do you have any reason to like him, particu- 


larly, Mr. Adams? A. Not necessarily. 
Q. In your testimony, you seemed to have a little 
difficulty in remembering ? A. Yes, sir. 


@. And you stated to counsel then questioning 
you that it was a long time ago and the details were 
a little hazy, is that right? A. yes, sir. 

Q. Isn’t it a fact that you told the same story 
that you told here today when the Los Angeles 
County Grand Jury [78] was investigating vice in 
this area, that you testified to the same thing that 


you have testified today? A. Yes, sir. 
Q. Do you remember a lawsuit In which a man 
by the name of Fuller was a party? A. Yes. 


Q. And isn’t it a fact that im that litigation you 
testified to exactly the same thing that you have 
testified to here today ? A. Yes, sir. 

Q. Do you remember the lawsuit in which Mr. 
Baumgardner sued the Hawthorne Press, a news- 
paper in Hawthorne, for libel? 

A. I remember part of it. 
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Q. You testified in that case, did you not? 

A. Yes, sir. 

Q. And you testified there to exactly the same 
things you have testified to here, did you not? 

A. Yes, sir. 

Q. Isn’t it a fact that within this last year and 
the year 1945, you testified in a matter in which Mr. 
Baumgardner was involved, and testified to exactly 
the same things you have testified to now? 

A. Yes. 

@. That is correct, isn’t it? [79] A. Yes. 

Q. Now, were you present—strike that. You 
testified in the Fuller case, didn’t you? 

A. Yes. 

Q. Did you hear Mr. Ganatta’s testimony in that 


ease, Mr. Adams? A. No, sir. 
Q. Where was the last place that you served 
your sentence in? A. At Chino Institution. 
Q. Where is that? A. Chino, California. 


Q. How far is that from Los Angeles? 

A. About thirty some miles. 

Mr. Sullivan: I object to this, your Honor. I 
think counsel is going a little far afield. There is no 
doubt that he had a previous criminal record. 

Mr. Bouchard: This is the last question I am 
going to ask him about that. 

Q. (By Mr. Bouchard): Did you know an of- 
ficer by the name of McGowan who was a police 
officer in Hawthorne? im. » Yes,ei0 

@. Did vou know him pretty well? 

A. Yes, sur. [80] 
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Q. What was his position in the police depart- 


ment, Mr. Adams? A. Patrolman, I suppose. 
@. Pardon? A. Patrolman. 
Q. Patrolman? A. Yes. 


Q. Was he ever an acting chief? 

A. I don’t know, sir. 

Q. Did he serve in the police department during 
the time that Mr. Baumgardner was chief ? 

A. Yes, sir. 

Q. Were you paroled from Chino? 

A. Yes, sir. 

Q. When? A. 1951. 

Q. And didn’t you make an affidavit two or three 
weeks before you received your parole in which you 
stated substantially some of the things about Mr. 
Baumgardner that you have stated here? 

A. Yes, sir. 

@. And at whose request did you make that? 

Mr. Sullivan: I will object, your Honor, I do 
not see that this is relevant. It doesn’t go to the 
witness’ impeachment at all. [81] 

The Court: Objection overruled. I don’t know 
where it is going to lead. 

Q. (By Mr. Bouchard): Answer the question. 

A. By the two State Officers and the acting chief 
of police of Hawthorne. 

Q. What was his name? 

A. Carl was his first name. His last name I do 
not remember. And Officer MceGowan—not officer 
McGowan 
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Q. And what was the occasion for preparing this 
affidavit ? 

A. I definitely don’t remember except for the 
Fuller case I suppose. 

Q. Isn’t it a fact that Officer McGowan came 
down to Chino and requested that you make such 
an affidavit? 

A. Not Officer McGowan, the acting chief of 
police of Hawthorne. 

Q@. Did you give me his name? 

A. No, I have forgotten it. 


Q. Mr. McGowan was with him? A. Yes. 
@. And Mr. McGowan was in the police depart- 
ment at the same time? A. Yes, sir. 


Q. Did vou not testify in one of these proceed- 
ings that [82] the reason you made this affidavit 
was because you were up for parole and appeared 
before the adult authority and if you were asked to 
give such an affidavit, you were perfectly willing 
to give it, isn’t that true? 

A. Yes, sir; I was perfectly willing to give it. 

Q. Now, I[ think you testified that it was some 
time in May of 1948 that your boss, Mr. Ganatta, 
came to you and talked to you about the possibility 
of opening up a house of prostitution ; is that right ? 

A. That is right, sir. 

Q. Tell me again just what Mr. Ganatta said to 
you, Mr. Adams? 

A. Mr. Ganatta called and asked me—he knew 
I was dealing and wheeling in women—and he said, 
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‘‘Rae, I have had a contact made and if you don’t 
operate in Hawthorne, you are not going to operate 
anywhere.”’ 

Q. Had you ever operated in Hawthorne be- 
fore? A. No. 

Q. Where did you operate? 

A. The Frontier House in Redondo Beach. 

Q. Did you live in Redondo Beach? 

A. No, IL lived at Hawthorne. 

(). Did you ever operate such a house at any 
place besides Redondo Beach ? 

A. No, sir. [83] 

Q. How long had you operated a house there? 

A. This is unusual but may I ask you a ques- 
tion? I misunderstood your question. 

Q. You don’t understand? A. No. 

Mr. Bouchard: All right, Miss Reporter, read 
the question, please. 

The Reporter: Yes, sir. 


(Question read.) 


The Witness: It was the question before that. 

Mr. Bouchard: All right, Miss Reporter, read 
the question before that, please. 

The Reporter: Yes, sir. 


(Question read.) 


The Witness: I operated a house in Hawthorne. | 

I made a mistake in my previous answer. : 
Q. (By Mr. Bouchard): Prior to May of 1948? 
A. No, sir. 
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Q. But you had operated a house of prostitu- 
tion as you said that Mr. Ganatta knew you had 


been wheeling and dealing in women ? A. Yes. 
Q. For how long a time had you been doing 
that? A. About two months. [84] 


Q. At Redondo? 

A. Redondo Beach Boulevard. 

Q. And that was the only place and the only 
time that you operated such a house? 

An. Ves agir. 

Q. That, of course, isn’t the only time that you 
were living off the earnings of women, was it? 

A. I wasn’t living off their earnings. 

Q. You never did live off their earnings? 

A. No, sir. 

Q. At no time? A. No, sir. 

..Q. What was the idea of running these houses 
of prostitution or wheeling and dealing in women— 
was it just a hobby with you? A. No, sir. 

Q. It was something you did for profit, wasn’t 
it, Mr. Adams? A. That is right. 

Q. Let us get back to this conversation with 
Mr. Ganatta. He told you that you would have to 
operate a house in Hawthorne or you would be out 
of business ? A. That is right. 

Q. Did he say why that was so? 

A. He said that Mr. Baumgardner had ordered 
him to [85] contact, to make contact with me on it. 

Q. Did he tell you that Mr. Baumgardner 
wanted a house of prostitution in Hawthorne? 

A. He said he wanted the pay-off. 
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Q. Now, you are sure of this testimony, are you? 

A. Yes. 

Q. That Mr. Ganatta said Mr. Baumgardner 
told him he wanted you to operate a house of pros- 
titution in Hawthorne because he, Mr. Baumgard- 
ner, wanted a pay-off? 

A. The pay-off was later. 

Q. Well, you tell me what Mr. Ganatta said to 
you, Mr. Adams. 

A. Carl Ganatta told me that Mr. Baumgardner 
had contacted him, saying that he wanted me to 
move into Hawthorne or I would not operate any 
place and he explained to me that I would be 
crossed off and go to jail. That is the exact word- 
ing and at a later date, Mr. Carl Ganatta said that 
Mr. Baumgardner wanted the pay-off. 

Q. Mr. Baumgardner had nothing to do with the 
operating of the police department im Redondo 
Beach, had he? A. No, sir. 

Q. Now, you are sure that that conversation 
that you had with your boss, Mr. Ganatta, was some 
time in May of 1948, are you? 

A. It was a little earlier than that, the conver- 
sation [86] requesting me to move in. I quibbled 
with the idea and did not move in for three weeks. 

Q. What held you back? A. Phyllis Miller. 

@. You mean she did not want you to do it? 

A. She did not want me to pay off. 

@. It was prior to May of 1948 then that your 
boss suggested the operation of this prostitution 
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house, was it? A. Yes. 

Q. And vou could not get Phyllis Miller im- 
mediately to go into the deal with you? 

A. She thought the price was too high. 

Q. What was the price? 

A. Ten per cent and $10.00 a day to Mr. Baum- 
gardner. 

Q. ‘Ten per cent of her earnings? A. Yes. 

Q. So that would only leave her nine per cent 
of her earnings? A. That is right. 

@. Weren’t you getting something out of her 
earnings? A. I got—— 

Mr. Sullivan: I object to that, your Honor. 

The Court: Objection overruled. 

QO: (Be Ware Bouchard): Isn’t it a faet that 
when you did make this deal with [87] Phyllis 
Miller, that you were to get half of her earnings? 

A. I was to get fifty per cent of her earnings but 
IT never got it. 

Q. That was your arrangement with her? 

A. Yes. 

Q. That you were to get fifty per cent of her 
earnings, was it? A. That is correct. 

Q. Now, which did she think was too high, the 
$10.00 a day to Mr. Baumgardner or the fifty per 
cent of her earnings to you? 

A. The ten per cent to Mr. Baumgardner and 
the ten dollars a day. 

Q. She did not object to paying you half of the 
earnings she made, but she did object to paving 
Mr. Baumgardner? 
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A. She would not have had any earnings if it 
had not been for me. 

Q. You are responsible for her earnings? 

A. Yes. 

Q. For bringing the business to the prostitution 
house ? A. Yes. 

Q. So it took you two or three weeks after this 
suggestion was made by Mr. Ganatta to you before 
you could sell Phyllis Miller on the idea that that 
was what you should [88] do? ix, “Yes. 

Q. Was it around May of 1948 that vou opened 
up the house? 

A. Yes, for some reason Mrs. Miller changed her 
mind. An officer had been into the house and talked 
to her. 

Q. You say you opened this house in May of 
1948 in Hawthorne? A. Yes. 

Q. At what address? 

A. I believe it is 189 East 141st Street. 

Q. And did you rent the house? 

A. Yes, sir. 

Q. Who made the arrangements for rental? 

A. Phyllis Miller and I and the landlord. We 
made a lease on the place for a year. 


Q. Was the lease in writing? A. Yes. 
Q. Did the landlord know what you wanted to 
do with the place? A. Not exactly. 


Q. Did he have any idea? 
A. He did at a later date. : 
Q. It wasn’t at a much later date, was it? a 
A. It was a month or so later, yes, sir. [89] 
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Q. So the landlord did not find out about it un- 
til you got into difficulties ? 

A. We did not get into any difficulties. 

Q. You did not get into any difficulties? 

A. No. 

Q. Now, did you and Phyllis Miller go together 
to the landlord and make this arrangement? 


A. Yes, sir. 

Q. And the lease was in writing? 

A. Yes, sir. 

Q. And it was signed by the both of you? 

A. Yes, sir. 

@. What was the rental? 

A. $125.00 a month. 

@. And you rented it for a year? 

A. Leased it for a year. 

Q. Leased it for a year? A. Yes. 

Q. What about the utilities—did you make any 
arrangements about these things? A. Yes. 

Q. Who made those arrangements? 


A. Definitely I don’t remember. 

@. But anyhow, in May of 1948, you made this 
lease and you opened this house? [90] 

A. Yes, sir. 

Q. How many girls did you have working for 
you, Mr. Adams? 

A. When I first opened, I had only one. 

Q. And that was Phyllis Miller? A. Wes 

Q. And how long did you continue to operate 
that house, the address of which you have just given 
me, as a house of prostitution? 
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A. About seven weeks. 

Q. About seven weeks? A. Yes. 

Q. Now, it was Mr. Ganatta that told you if you 
wanted to operate a house in Hawthorne you would 
have to pay ten per cent of the earnings of the 
house, to go into the police fund and that you would 
have to pay $10.00 a day to Mr. Baumgardner? 

A. That is correct. 

Q. Now, was that the arrangement that was 
made or was there an arrangement to pay a fixed 
sum ? 

A. The arrangement was made when we con- 
tacted Mr. Baumgardner to make a fixed sum. I 
cannot state that Mr. Baumgardner definitely got 
that money. 

Q. I understand that, sir. If any money was 
paid by you for this purpose in each and every in- 
stance, no matter how [91] many or how few, the 


money was paid to Mr. Ganatta? A. Yes, sir. 
Q. You never paid a dime to Mr. Baumgardner, 
did you? A. No, sir. 


Q. I think you testified on your direct examina- 
tion that you made—correct me if I am wrong 

A. Yes, sir. 

Q. I think my recollection is that you testified 
that you made five payments of $300.00 each to Mr. 
Ganatta ? A. That is correct. 

Q. That would be a total of $1,500.00? 

A. Yes, sir. 

Q. Did you get that money from Phyllis Miller? 

A. Yes, sir. 
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Q. From her earnings? A. Yes, sir. 

Q. You say that you continued to operate that 
house for a period of about six or seven weeks? 

A. Yes, sir. 

Q. Didn’t you pay anything the sixth and 
seventh weeks ? &. No, sir. 

Q. At any rate, after six or seven weeks of oper- 
ation at that location, you moved out, didn’t you? 

A. Well, we were having quite an issue with 
the [92] landlord. 

@. Were you having any with the police de- 


partment, Mr. Adams? A. No. 

@. But you moved out? A. Yes, sir. 

Q. And did you continue operations? 

A.  Messesim. 

Q. Where? 

A. Out of cabs and motels. 

Q. Did vou have headquarters ? 

A. City Cab, Hawthorne. 

Q. So you gave up operating a house and you 
ran another kind of service? A. Yes, sir. 

Q. Is that what you are—is that what is called 
the ‘‘eall house business’’? A. Yes, sir. 

Q. As a matter of fact, you operated out of a 
garage, didn’t you? A. Yes. 


Q. You had the telephone installed in the ga- 
rage, hadn’t you? 

A. No, sir; it was already installed. 

Q. And you operated out of that garage? om 

& Wes, sir. 
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Q. Now, when did you first meet Phyllis Miller? 

A. 1948. 

Q. Had she ever worked before for you? 

A. No, sir. 

Q. Isn’t it a fact that the way you got into 
this particular deal was that Phyllis Miller was in- 
troduced to you through another cab driver and she 
told you that she wanted to open a house of pros- 
titution but that she would need protection and 
wanted to see if it could be arranged and if you 
could arrange it? 

A. That was the original way of it. 

Q. Pardon? 

A. That was the original way of it, yes, sir. 

Q. Why did you have trouble with your land- 
lord? 

A. Well, he had sold the house and the new 
owner wanted the house and I had a lease on it 
and he wanted me to give up the lease suddenly. 

Q. Did the prospective purchaser of the house 
at any time inspect it while you were occupying it, 


and go through the house? A. Yes, sir. 
Q. Day or night? A. I don’t remember. 
Q. Well, did you give up the lease at the land- 
lord’s [94] request? A. After a struggle. 


Q. Well, when you gave it up, did the landlord 
pay you anything for giving it up? 

A. J don’t remember. 

@. Now, you said something in your testimony 
about the fact that—could we have a recess, please? 
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The Court: Yes, I was just going to suggest 
that to vou. 

We will recess now. 


(Short recess taken.) 


The Clerk: The Court is in session. 

The Court: If it is all right with the parties, 
I would like to run to about a quarter to 5:00 and 
come back in the morning. 

Mr. Bouchard: I know what your Honor’s prob- 
lem is. I was hoping I could get down to the office 
about a quarted to 5:00. If we could adjourn about 
4.30, that would just be fine. This is off the record. 

The Court: Off the record. 


(Discussion outside the record.) 


The Court: Back on the record. 

Mr. Bouchard: May I have the last question 
read, please ? 

The Reporter: Yes, sir. [95] 


(Question read.) 


Q. (By Mr. Bouchard): Now, Mr. Adams, I 
think you testified that this house of prostitution 
that you operated in Hawthorne with Miss Miller, 
was open for six or seven weeks, did you not? 

A. Yes, sir. 

Q. And were you operating as a house of pros- 
titution at that place during all of these six or seven 
weeks ? wh “Yes, sir. 

Q. And during that time, was Miss Miller the 
only inmate of the house? A. Noy gir. 
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Q. Who else was there? 

A. The maid and at a later date, two other girls 
were there. 


Q. Did the maid engage in acts of prostitution ? 

A. No, sir. 

Q. You say you had two other girls? 

A. Yes. 

Q. How long a period of time were those two 
girls there ? A. Three days. 

Q. Three days? A. Yes. 


Q. So out of the six or seven weeks that you 
operated, [96] Miss Miller was the only prostitute 
in the house except for two or three days, when you 
had two other girls? A. Yes, sir. 

Q. Were those two other girls there at the begin- 
ning of your operation or at the end of it? 

A. Yes. 

(). They would be there in the six or seven 
weeks, is that right? 

A. No, they were there about the last of the 
fifth week. 

@. And you had the two girls for two or three 
days? A. Three girls. 

Q. Three girls? 

A. Well, Phyllis and the other two. 

Q. In the last part of the fifth week, Miss Miller 
was the only prostitute? A. That is right. 

Q. Now, isn’t it a fact, Mr. Adams—strike that 
out, please. I think you testified that the house was 
open to anybody that wanted to come for the period 
of time that you occupied it, is that right? 

eid is nicht, 
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Q. So that for that six or seven week period 
it was open to anybody ? 

A. Only for the five paid weeks. [97] 

Q. Only for the five paid weeks? 

A. For the five paid weeks it was open to every- 
one, that is correct. 


@. Then you staved on there for two weeks? 

A. Yes. 

Q. And you lived in it, in the house? 

A. Yes. 

@. And no acts of prostitution were committed ? 

ge ONG, (Sis 

Q. And that is when you started to operate the 
call business ? ee Mes sir. 

@. Now, isn’t it a fact that that house was only 
open for a period of eight days? A. No, sir. 

Q. That isn’t true? A. No, sir. 


@. Isn’t it a fact that after the end of cight 
days you and Phyllis Miller quit operating that 
house as a house of prostitution, but you used it as 
your headquarters and operated in hotels and motels 
and other places? Ae “Noy sir. 

Q. That isn’t true? me Wo. sim 

Q. Do you remember the last time that you 
testified in [98] a proceeding involving Mr. Baum- 
gardner, in which you gave similar testimony, do 
you recall the case—you do, do you not? 

A. Yes, sir. 

Q. Do you remember being asked these questions 
and making these answers: 

‘““Q. So during all the five weeks execpt for those 
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two days, Phyllis Miller was the only prostitute in 
the house, is that right? 

‘A. Outside of those last two days, eight days 
of regular operation is all we operated. The rest 
of the time”’ 


And then the court said: ‘‘What is that?’’ And 
your answer was: 


‘A. We had our doors wide open for eight days, 
then we got orders to close them.”’ 

Do you remember those questions being asked 
and you making those answers? 

A. Not like that, no, sir. 

Q. You don’t remember that? 

A. Not like that, no, sir. 

Q. If you made those answers to those questions 
were they true or false? 

A. They would be false. 

Q. Now, I want you to be sure about this. You 
never [99] testified in any other proceeding, in this 
last proceeding involving Mr. Baumgardner, you 
did not testify in answer to a question by the Court, 
the Judge: ‘‘We had our doors wide open for eight 
days. Then we got orders to close them.”’ 

You don’t remember that? 

A. I don’t remember. 

Q. And then the Court said—do you remember 
him saying this to you: “‘I thought you said you 
operated five weeks ?’’ 

And you answered, ‘We did. We operated on 
the call system after that. We lived in the house 
itself and operated from that base.”’ 


Commissioner of Internal Revenue 147 


(Testimony of Raymond Turner Adams. ) 

And the Court said, ‘‘The first eight days you 
operated in the house.”’ 

And your answer was: ‘‘ Wide open.’’ 

And the Court said: ‘‘And after the first eight 
days of this five-week period, then you used a call 
system ?”’ 

And your answer was, “‘Yes, and worked in 
motels. ”’ 

And the Court said: ‘‘And the acts of prostitu- 
tion occurred elsewhere ?”’ 

And you answered: ‘‘In motels, yes.”’ 

Do you remember the Judge asking you those 
questions and you making those answers? 

A. I don’t remember that, no, sir. 

@. And if the Judge asked you those questions 
and you made those answers, they were true, 
weren’t they? [100] 

A. Not about the eight days. 

Q. They were not? ‘A. “No, Sir. 

@. You were sitting about as close to the Judge 
in that case as you are sitting to the Court in this 
case, were you not? “A. Whats, rights *sim 

Q. Now, how often did you and Miss Miller 
divide up the earnings? 

A. Well, normally, we divided each day what I 
had coming and what she had to—what I had com- 
ing and what had to go out. 

Q. In other words, at the end of each day, the 
usual practice was for you to get fifty per cent of 
what she had taken in? A. T never got it. 

Q. You never got it? 
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A. No, it all went to Mr. Baumgardner. 

@. Didn’t you make any money in that house? 

A. About $100.00 clear. 

Q. After paying off this $300.00 a week—was 
that the figure per week? 

A. The payoff, yes, sir. 

Q. The payoff was $300.00 a week? 


A. Yes. [101] 

Q. So, after you made the payoff, you only had 
$100.00 left? A. We averaged $100.00 total. 

Q. A day? A. In the whole average. 

Q. For six or seven weeks? 

A. That is right. 

Q. I thought you said it was wide open? 

A. It was. 

Q. But nobody patronized it? 

A. Well, after all, it takes time to establish a 


place. 

Q. How long did it take you to establish this 
place, Mr. Adams? 

A. Well, the cab trade just about under four 
weeks. 

Q. About four weeks? A. SCS eer: 

Q. Well, if it is a fact that you only operated 
eight days wide open, you did not do very well in 
those eight days, did you? 

We did not quite make the tab. 

When did you last see Miss Miller? 

T saw her today. 

Today ? A. Yes. [102] 

Where did you see her? A. In the hall. 


SOoP>o>r 
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Q. Outside this courtroom ? Nn Yess Sir 
Q. Did she tell you that she had been subpoenaed 
as a witness? ie Yes ses. 


Q. What was her condition when you saw her? 

A. Well, she was pretty happy. 

Q. Do you mean by that she was pretty high? 

A. I would say she had been having a few 
drinks. 

Mr. Sullivan: Your Honor, we subpoenaed Miss 
Miller and we sent her home. She wasn’t in a con- 
dition to testify. 

Q. (By Mr. Bouchard): Mr. Adams, you are 
pretty well acquainted with the City of Hawthorne, 
aren’t you? oe Yes. 

Q. You know the layout of the streets? 

A. Fairly well. 

Q. Was this house that you operated with Miss 
Miller in a respectable neighborhood ? 

A. Qh, yes. 

Q. J think you testified that you appeared as a 
witness—vou were subpoenaed by the Hawthorne 
Press as a witness in the [103] libel case which Mr. 
Baumgardner started against them? 

A. I don’t remember. 

Q. You do remember that you testified in that 
ease, don’t you? A. I don’t remember. 

Q. You don’t remember that you testified in that 
case, Mr. Adams? 

A. I don’t remember which one it was. 

Q. Do you remember in the last case involving 
Mr. Baumgardner when vou testified on this sub- 
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ject, that you were asked these questions and made 
these answers: 

‘““Q. And you appeared as a witness for the 
Hawthorne Press in that case, did you not? 

‘‘A. I was subpoenaed as a witness, yes. 

‘‘d. And you appeared as a witness? 

‘“A. Naturally. 

““Q. And you testified ? A. Wesmisires 

Do you recall those questions and answers? 

A. No, sir. 

Q. Now, isn’t it a fact that within about eight 
days after you and Phyllis Miller opened this house 
in Hawthorne, that the house became ‘‘hot’’ and 
you were in trouble with the police department? 

A. Never had a day of trouble while we were in 
that [104] house in Hawthorne. 

@. Weren’t you told to close your doors? 

A. On the fifth week. 

Q. Who told you to do that? 

A. Carl Ganatta. 

Q. I thought you testified a few minutes ago 
that the reason you closed the doors was because 
the landlord wanted to terminate the lease? 

A. No, sir, I said we moved. 

@. Then you did not give up the house because 
the landlord wanted you to? 

A. I gave up the house because Carl Ganatta 
wanted me to. 

Q. Mr. Ganatta wasn’t the landlord, was he? 

A. No. 

Q. But Mr. Ganatta told you to close up? 
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Mm Yes. 

Q. Didn’t Mr. Ganatta tell you that the house 
mas ‘‘hot’’? AeVies,. SUI. 

Q. And isn’t it a fact that you were tipped off 
by somebody, other than Mr. Ganatta, that it was 
‘“hot’’? imo, sir. 

Q. Isn’t it a fact that Officer McGowan tipped 
you off that it was ‘‘hot’’? A. No. [105] 

Q. Do you recall, for a portion of the time, in 
the latter part of 1950 and the early part of 1951, 
that Mr. Baumgardner wasn’t connected with the 
police department—do you know that from civil 
procedure ? A. I don’t know. 

Q. You know he wasn’t chief of police during 
that period of time? A. I don’t know that. 

@. You don’t know that? 

A. I ‘don’t know. 

Q. You know that Mr. McGowan was on the 
police department, do you not? A. Yes. 

Q. And do you know that some time in 1951 Mr. 
Baumgardner was reinstated as chief of police, do 
you not? A. Wes, sir. 

Q. And you also know that immediately after 
Mr. Baumgardner’s reinstatement as chief of police, 
Mr. McGowan left the police department in Haw- 
thorne ? 

I don’t know whether he left or not. 
Do you know where he is now? 

No, sir. 

Is he in Hawthorne? 

T don’t know, sir. 


>O>Oo> 
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Q. You haven’t seen him? [106] 

A. No, sir. 

Q. Did Mr. Baumgardner, while he was chief 
of police, have occasion to pick up your license to 
drive a cab in Hawthorne? A. Yes, sir. 

Q. Did he give you any reason as to why he 
picked it up? 

A. He said I did not come back for the renewal. 

Q. Did he tell you anything else? 

A. No, sir. 

Q. Did he say the reason he picked up your 
license was because you had falsified your applica- 
tion ? A. No, sir. 

Mr. Bouchard: JI am pretty near through, your 
Honor. 

Q. (By Mr. Bouchard): In the last case in 
which Mr. Baumgardner was involved, and in which 
you appeared as a witness, did you hear the testi- 
mony of Phyllis Miller? 

A. No, sir, I left after I finished as a witness. 

Q. You left after you finished as a witness, so 
you did not hear her testimony ? A. No, sir. 

Q. In your preparation to appear here, as a 
witness, today, have you talked to anybody about 
this case? [107] 

A. I have only seen the special agent who han- 
dled the summons and that is all. 

Q. That is Mr. Vitello sitting here? 

i eeeN OsusiT. 

Q. Who was it? A. I don’t know. 
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Q. Did you talk to Mr. Sullivan or Mr. Vitello 
about your testimony here today? 

A. I haven’t talked to anyone about any testi- 
mony here today. 

Q. Did you talk to any agent of the Govern- 
ment? A. No, sir. 

Q. Now, in this so-called payoff that you have 
been talking about, the $800.00 a week, which I 
think you said amounted in total to $1,500.00. 

A. Yes, sir. 

Q. Half of that was paid by Phyllis Miller and 
halt of me by you, is that correct? 

Except the last part. 

Pardon? A. Except the last part. 
Which part did you pay? 

The last week I paid it myself. 

To Mr. Ganatta? 

That is correct. [108] 

— Bouchard: Excuse me just a minute, your 
Honor. 

You may have your witness. 

Mr. Sullivan: No questions. 

The Court: That is all, Mr. Adams, thank you. 


> O>OOP 


(Witness excused.) 


Mr. Sullivan: At this time, your Honor, I would 
like to have these documents marked for identifica- 
tion as Respondent’s Exhibits next in order. 

The Clerk: GG, HH, UW, JJ and KK have been 
marked for identification. 
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Mr. Sullivan: Do you want to see them? 

Mr. Bouchard: I have already seen them. 

Mr. Sullivan: Yes. 

At this time, your Honor, I would lke to offer 
these exhibits in evidence. Mr. Bouchard agreed to 
stipulate that they are bank records and they speak 
for themselves. 

The Court: The exhibits may be admitted. 

The Clerk: Exhibits GG through KK are ad- 
mitted in evidence. 


(The documents heretofore marked Respond- 
ent’s Exhibits GG, HH, II, JJ and KK, re- 
spectively, were received in evidence.) 


Mr. Sullivan: Mr. Bouchard has agreed to stipu- 
late [109] that in 1946 Mr. Baumgardner loaned 
Mr. Gibson $6,500.00 and received $6,900.00 and the 
note was received in 1946; is that correct ? 

Mr. Bouchard: Just a second. 

Mr. Sullivan: The stipulation is that Mr. Baum- 
eardner loaned Mr. Gibson $6,500.00 and received 
back $6,900.00 in 1946. 

Mr. Bouchard: And when did he make the loan 
—1945, and in 1946 he received $6,900.00. So stipu- 
lated. 

Mr. Sullivan: Right. ‘ 

Mr. Vitello. i 

The Clerk: ‘Tell us your name, please. 

Mr. Vitello: Charles Vitello. 
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CHARLES VITELLO 
called as a witness for and on behalf of the Re- 
spondent, having been first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Sullivan: 


Q. Mr. Vitello, what is your business or occu- 
pation ? 

A. IJ have been a special agent of the intelli- 
gence division of the Internal Revenue division, Los 
Angeles County section, since January of 1946. 

Q. And as a special agent of the intelligence 
division [110] of the Internal Revenue Division, 
what work—what are your principal duties? 

A. ‘To make income tax investigations, to deter- 
mine whether or not the taxpayers are conforming 
to Internal Revenue laws, to determine whether tax- 
payers are violating Internal Revenue laws, and to 
accumulate the evidence to sustain prosecution. 

@. Were the tax returns of Mr. and Mrs. Mil- 
ford R. Baumgardner assigned to you for investi- 
gation? A. Yes, sir, in April, 1952. 

Q. And when did you first meet the taxpayers? 

A. I met Mr. Baumgardner on August 11, 1982, 
at the Hawthorne police department. 

Mr. Bouchard: Was that August? 

The Witness: August 11, 1952, at the Hawthorne 
police station. 

Q. (By Mr. Sullivan): Will vou tell the Court 
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what happened in this matter? A. Yes, sir. 

Mr. Bouchard: Just a moment. The witness ap- 
pears to be testifying from something and there is 
no showing that he needs that. I think he should 
be able to testify without notes. 

The Witness: We talked about a number of sub- 
jects [111] and I would not be able to testify with- 
out my notes. 

Q. (By Mr. Sullivan): Did you make notes at 
the time of this meeting or directly thereafter? 

A. Yes. 

Q. Are those the notes you have with you? 

A. Yes. 

The Court: He has no recollection of the evi- 
dence without reference to his notes? 

Mr. Sullivan: I don’t think so. 

The Court: Is that right, you have no recollec- 
tion of the evidence without reference to your notes? 

The Witness: J would only be able to recall very 
minor details. I would not be able to cover all the 
eround that we talked about without my notes. 

The Court: Will these notes refresh your mem- 
ory, Mr. Vitello? 

The Witness: Yes. 

Mr. Bouchard: If they have to refresh it as to 
specific questions, not as to the history of the 
world 

The Court: Well, Mr. Bouchard, what is your 
objection ? 

Mr. Bouchard: My objectton is that he cannot 
use his notes unless he needs them to refresh his 
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recollection and it has got to be with respect to a 
particular question. He [112] said, ‘‘T cannot cover 
enough ground unless I do it,’’ and 
The Court: I think that is a good objection. 
Mr. Sullivan: However, as to the question I 
asked—I asked him what happened in the mat- 
wer 
Q. (By Mr. Sullivan): Will you tell us what 
happened, Mr. Vitello, without reference to your 


notes? 

A. Ilaintroduced myself to Mr. Baumgardner and 
showed him my credentials and I told him that I 
had his income tax returns for assignment for in- 
vestigation and—shall I proceed now to go into 
what we talked about? 

Q. Yes, please. 

A. J asked him what records he had pertaining 
to his income that was reported on the tax return 
and he said he had none. 

I asked him who prepared his returns and he 
told me that Mr. Ludolph prepared them and he 
gave me his address at the time, and then I asked 
him if the returns which I then had in my posses- 
sion were his returns, and he said they were his 
returns. 

T think I had the 1946, 1947 both for Mr. and 
Mrs. Baumgardner and the 1948, 1949 and 1950 re- 
turns in my possession. Mr. Baumgardner said they 
were returns for himself and his wife. 

I asked him about the source of commission 
income [113] on his return reported on the 1947, 
1948 and 1949 returns, I believe in 1947, he showed 
$2,000.00, 1948 $3,000.00 and I believe in 1949, 
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$6,000.00 commission income and his answer to that 
was he would be afraid to tell me because if he told 
me, he would lose his job and refused to tell me the 
source of that income. 

Then we talked about some of his personal back- 
ground. He was born in 1903 in Oklahoma and he 
married in 1926 and he had two children, then, both 
under twenty-one years of age and he said he had 
a pauper education. 

And that prior to coming to California, he had 
worked for a transfer company for five or six 
years and worked for a grecery firm for one year 
and worked as a motion picture operator for several 
years. Then he came to California about 1924 or 
1925 and joined the Hawthorne police force in 
1925, I believe, and he had been there ever since, 
at that time, when he—at that time except for a 
few short periods—when he was either relieved 
from his duties or he wasn’t acting as a member 
of the police department. 

IT believe he said he became chief in 1937. I asked 
him if his wife had any income during her marriage 
and he said, no, she never had any source of income 
excepting for a few years when she operated Mi- 
lady’s Dress Shop. And Mr. Baumgardner said the 
records of that firm were kept by Ivene [114] 
Strewn. 

Q. Did you ask him if he had any non-taxable 
income, Mr. Vitello? 

Mr. Bouchard: Objected to as leading. 

The Witness: I asked him 
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i The Court: Objection overruled. 
| The Witness: I asked him if all of his income 
- was returned on his tax returns and he said, ‘‘yes.”’ 
I asked him if he had omitted any income and he 
_said ‘‘no.’’ I asked him if he had any assets in the 
-jame of nominees or other people and Mr. Baum- 
-gardner said, ‘‘No, excepting for cars which I had 
,in the name of my children.”’ I think it was in his 
daughter’s name. 
- He said he had no interest in any other busi- 
;hesses except those that were shown on the return 
.at the time. He mentioned here he got the cars—I 
(think he had a DeSoto, a Pontiac and a Chrysler 
-over the various years. I asked him if he ever had 
gany cash on hand and he said ‘‘no.’’ And then he 
said, ‘‘ Just pocket money, about $100.00.’’ 
| Q. (By Mr. Sullivan): Did you go into that 
rany further at that time, Mr. Vitello? 
, A. Pardon? 
Q. Did you go into that any further at that 

time ? 
_ <A. I asked him if he ever had any cash in a 
safe deposit box and he said, “‘No, I never kept 
my cash in a safe [115] deposit box,’’ or in his 
home. He said he never inherited any money. He 
said he never had any gifts. 
And then T asked him if I might get some of his 
personal records and books and he said I could go 
home and get them from his wife. 
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T am sure that we talked about other things but 
I cannot remember, It is difficult trying to remem- 
ber as we talked about lots of things at that time 
and it is difficult trying to remember everything we 
talked about at that time with reference to the sub- 
ject matter, without reference to my notes. 

Q. You cannot remember anything more without 
reference to your notes as to this conversation you 
had? A. That is right. 

Mr. Sullivan: Can the witness refer to his notes 
to refresh his memory as to what was discussed in 
addition to his testimony? 

The Court: Do you object to that, Mr. Bou- 
chard ? 

Mr. Bouchard: Yes, I object, certainly, and the 
Court’s ruling still stands. 

The Court: Well, I will confess that the law on. 
this question of notes taken at the time in ques- 
tlon is very hazy in my mind and if we can wait 
until tomorrow morning, I will take a look at it. 

Mr. Sullivan: All right, I will refresh my mind 
too, [116] your Honor. 

Mr. Bouchard: I will have to, too. 

The Court: We will recess until 10.00 o’clock 
tomorrow morning. 


(Witness excused.) 


(Whereupon, at 4:25 o’clock p.m., Tuesday, 
November 29, 1955, the hearing in the above-en- 
titled matter was adjourned to Wednesday, No- 
vember 30, 1955, at 10:00 o’clock a.m.) [117] 
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The Clerk: The Court is in session. 

Mr. Sullivan: Your Honor, as to the point we 
were arguing yesterday in the course of the proceed- 
ing that Mr. Vitello was using notes to refresh his 
memory is past recollection revived—— 

The Court: Revised or revived? 

Mr. Sullivan: Revised, your Honor, and on ref- 
erence to Wigmore, any writing may be used to re- 
fresh his recollection, that is, it can be before trial, 
it is just an aid to the memory and Mr. Vitello 
doesn’t intend to use the notes as past recollection 
recorded where he is testifying from the notes. 

The Court: Of course, he has had all evening to 
refresh his recollection, so that maybe he could 
possibly testify without the notes, but I agree that 
the authority which you have cited and which I 
have investigated myself, 1s correct. 

Mr. Bouchard: When I did take a look at it in 
Mr. Tracy’s handbook on evidence, he agrees with 
Wigmore. 

The Court: All right, we will proceed. 

Mr. Sullivan: Mr. Vitello, please. [120] 
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CHARLES VITELLO 
ealled as a witness for and on behalf of the Re- 
spondent, having been previously duly sworn, re- 
sumed the stand and testified further as follows: 


Direct Examination 
(Continued ) 
By Mr. Sullivan: 


Q. In the course of the proceeding yesterday, 
Mr. Vitello, I believe you were testifying as to the 
first time you contacted Mr. Baumgardner? 

A. That is right. 

Q. And the next question was, if I remember 
correctly, what else did Mr. Baumgardner tell you 
during this interview ? 

A. I asked Mr. Baumgarden about how much he 
spent for living expenses and he said he spent about 
$4,500.00 a vear from 1945 to date. 

@. Did he go back from 1945? 

A. No, we did not go back from 1945. At that 
particular conference, well, he called his wife and 
told her I was going up to pick up some records 
but after I got done with the conference with Mr. 
Baumgardner, I went to his house and saw Mrs. 
Baumgardner and she gave me her retained copy 
of the 1942, 1944 and 1951 income tax returns. 

She also gave me some of their personal checks 
and I believe it was for 1951 and 1952. She said 
the checks prior [121] to that had been destroyed. 
IT asked her 1% she did not mind, if she would not 
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mind making another search for them for the next 
tune I contacted her so that she would be able to 
say definitely if they were available. She said that 
she would. 

Then she said she had the income records for Mi- 
lady’s Dress Shop, so she got into her Pontiac and 
I followed her down in my car and she gave me the 
records for her business, Milady’s Style Shop and 
then I left her and I presume that she went home. 

@. When did you next see the taxpayers? 

A. I next saw Mrs. Baumgardner on Septem- 
ber 5, 1952, and I asked her at that time if she 
had looked for prior tax returns and records. She 
said that she had but was unable to locate any 
more. 

At that time we talked about some other prop- 
erty they had. She mentioned that they only bought 
a small amount of War Bonds, $800.00 or $900.00 
during the war years. She mentioned that—the 
places where they had bought some of their auto- 
mobiles. 

Mrs. Baumgardner said that she had a third 
year high school education and that the only in- 
come job she ever had was in the operations of 
Milady’s Style Shop and she operated that on a 
‘‘dare’’ from her husband, who said that she could 
not operate a business profitably. [122 

She said she discussed her budget with her hus- 
band and they came out with a figure of about 
$5,000.00 a year. I asked her how much she spent for 
food and Mrs. Baumgardner said they spent about 
$100.00 a month from 1945 to date. I asked her 
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about utilities. She said she spent $15.00 for two 
months for light, $6.00 a month for water, $8.00 a 
month for gas, and telephone $8.00 a month. She 
said her dry cleaning bill was as large as $100.00 
a month, but currently was running about $35.00 a 
month. 

She said that she had domestic help once a week. 
Her clothes amounted to $25.00 a month and that 
Mr. Baumgardner paid approximately $100.00 a 
month in 

@. Are you sure that dry cleaning bill was 
$100.00 a month; that seems quite high? 

A. That is what she said. Perhaps she was talk- 
ing about the time—— 

Mr. Bouchard: Just a moment, not ‘‘perhaps.’’ 

The Witness: That is what my notes show, 
laundry and dry cleaning $100.00 a month. I asked 
her if she had credit accounts and she said period- 
ically. I asked her with which companies and she 
said J. B. Fitch, the May Company. 

About automobiles, she said that they averaged 
about $15.00 per month per car, contributions 
$500.00 a year. I asked about vacation and travel 
and she said that the first time they had a vacation 
was in 1952. I asked her about insurance [123] ex- 
penses and she showed me a number of insurance 
policies from John Hancock, Prudential. 

I asked her about social dues and she mentioned 
it cost her about $16.00 a year. I asked her if she 
had received any gifts and she said no, she had 
received no major gifts, neither as donee or donor. 
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She said that they never filed any financial state- 
ment, at least she said that she never filed any 
financial statement and she said she never saw any 
large amounts of cash, except pocket money, and 
then she showed me a bunch of insurance _ poli- 
cles 

The Court: You mean other than life insurance ? 

The Witness: No, these are all life insurance 
and automobile insurance. Then she showed me a 
number of Trust Deeds on real estate property 
wherein the Baumgardners were named as the 
payee. She showed me some stock certificates from 
Northrup <Aireraft and Kalburn Manufacturing 
Company. 

She mentioned that she had no private accounts 
receivable, no annuities. Her jewelry was minor, 
just one ring worth about $500.00 which she had 
gotten about ten years ago. She had no furs. Her 
habilities consisted of real estate hability of Coast 
or Great Western Savings, no other liability, no 
other private loans, excepting real estate loans with 
the Bank of America. 

And then she said that she incurred some ex- 
penses for [124] music lessons for her children. 
That was the substance of that conversation. 

Q. (By Mr. Sullivan): When did you next have 
a conversation with either of the Petitioners? 

A. On November 6, 1952, Mr. and Mrs. Baum- 
gardner were in the Hawthorne police station. 

Mr. Bouchard: What is that date? 

The Witness: November 6, 1952. 
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The Witness: And special agent Clarence Tur- 
ner was with me at this conference. 

Q. (By Mr. Sullivan): Did you have a con- 
versation with the Petitioners at this conference ? 

A. Yes, we discussed some of the real estate 
transactions. We discussed the commission income 
account that was reported in 1947, 1948 and 1949 re- 
turn, and Mr. Baumgardner said some of the com- 
mission was derived from the buying and selling 
of Hawthorne City Bonds, and he could not sug- 
gest any way of verifying the transaction. 

He had no records. He said that he was _ per- 
mitted to buy Hawthorne City Bonds for an amount, 
a nominal amount. The remainder of the commis- 
sion was income which was derived from private in- 
vestigations about which he could not give any de- 
tails because if 1t became known he would lose his 
job and he [125] said that although he trusted me, 
he was sure that there was a leak in the Internal 
Revenue service since his income tax matters were 
introduced by his opposition during litigation. 

Mr. Baumgardner said that the title to the prop- 
erty on 611 Truto Avenue, Hawthorne, California, 
was taken in his father’s and mother’s names, 
but he and Mrs. Baumgardner actually owned the 
property. 

Mr. and Mrs. Baumgardner both stated that they 
did not inherit any money, any bonds, receive any 
gifts or any money from anyone except for Trust 
Deeds to acquire real estate. 
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We reviewed a schedule of living expenses that 
I had prepared from information supplied by Mrs. 
Baumgardner and | advised Mr. Baumgardner that 
these were prepared mainly from the information 
supphed by Mrs. Baumgardner. 

Q. May I have—strike that. 

Mr. Sullivan: Will you please have this marked 
for identification as Respondent’s Exhibit next in 
order for identification ? 

The Clerk: LL for identification. 


(The document above referred to was marked 
Respondent’s Exhibit LL for identification.) 


Q. (By Mx. Sullivan): I show you Respond- 
ent’s Exhibit LL for identification and ask you if 
that is the document you are referring to? [126] 

A. Yes, sir. This is the document I used in 
discussing with Mr. and Mrs. Baumgardner that 
the figures for living expenses on Exhibit LL were 
primarily figures supplied by Mrs. Baumgardner 
and that Mr. Baumgardner again said that the 
estimated living expenses were about $4,500.00 a 
year up, $4,500.00 to $5,000.00, inclusive, for the 
vears 1945 to 1951, and that that figure included 
Federal taxes. 

T asked them if they could suggest anv other 
expenses and they said thev could not and Mr. 
Baumgardner remarked that, as a result of my 
questioning, he and his wife reviewed their budget 
and it came out to about $5,000.00 a vear, 
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Then we talked about another schedule that I had 
prepared, schedule of assets and liabilities for Mr. 
and Mrs. Baumgardner. 

@. May I have that, please? A. Yes. 

Mr. Sullivan: May I have this marked as Re- 
spondent’s Exhibit next in order for identification? 

The Clerk: MM for identification. 


(The document above referred to was marked 
Respondent’s Exhibit MM for identification.) 


Mr. Sullivan: At this time, your Honor, I would 
like to offer Exhibit LL for identification into evi- 
dence. 

Mr. Bouchard: No objection. [127] 

The Court: It is admitted. 


(The document heretofore marked Respond 
ent’s Exhibit LL was received in evidence.) | 


Mr. Bouchard: Off the record. 
The Court: Off the record. 


(Discussion outside the record.) 


The Court: Back on the record, please. 

Q. (By Mr. Sullivan): I show you Respond-) 
ent’s Exhibit marked MM for identification and 
ask you if that is the document you are refer- 
ring to? A. Yes, sir, it is. 

Q. Would you continue, Mr. Vitello? 

A. I advised Mr. and Mrs. Baumgardner that 
the figures and items shown thereon resulted from 
my work and that in my files I had documents to 
show them, from which I derived these figures. 
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The first item on the schedule is cash in pocket 
and I told both Mr. and Mrs. Baumgardner that 
they had individually and at different times, stated 
that the only cash they had was a small amount 
of $100.00 cash in pocket and for that reason, I put 
the $100.00 figure in there. 

Mr. Baumgardner said that that wasn’t correct 
because he had some $8,000.00 to $10,000.00 in cash 
which he kept under the rugs in different corners. 
That he had some [128] money when he came to 
California from Oklahoma; that he added to it 
gradually. 

Q. Did he say how much? 

A. Not at this time. He said he could not recall 
how much he had when he got married. His wife 
eould not recall either. That, he did not recall. Nor 
did he recall how much he had on any particular 
date; that no one else knew about it and that as of 
that date, November 6, 1952, he had between $500— 
between $400.00 and $500.00 in cash under a rug. 

He said that the largest amount of cash was be- 
tween $15,000.00 to $16,000.00; that he had about 
$18,000.00 at about the time he started to build 
some rental units on West 132nd Street, in Haw- 
thorne. 

Q. Did he say at what date he had this $16,- 
000.00, Mr. Vitello? 

A. No, he could not pinpoint as to the date. He 
said at the time he started to build some rental 
units on West 132nd Street in 1949 or 1950, with 
reference to the $18,060.00, he had $18,000.00. He 
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said that when friends would ask him for a loan of 
$300.00 to $400.00, he would do so from his cash 
under the corners of the rugs; that the money was 
kept under the rugs; $20.00 bills under one corner, 
$50.00 bills under another corner and so forth. 

Each of the figures were reviewed. I read the 
figures [129] to the taxpayers in the hundreds and 
they said that they were substantially correct. 

Mr. Baumgardner said that the figure for 391 
Cedar Avenue was incorrect and that it wasn’t 
$6,500.00 but closer to $3,500.00 and that in 1950 
and 1951 tax returns were incorrect in listing the 
amount at $6,500.00. Mr. Baumgardner further ex- 
plained that Mr. Mann borrowed $3,000.00 from 
him and repaid a portion of it and the balance was 
handled through the sale of a piece of property and 
they agreed that the figure I had on the schedule 
for that piece of property was about correct, 
$4,922.00. 

Q. Is that the substance of your conversation 
on November 6th? 

A. No, we talked about others. I told Mr. Baum- 
gardner that I found a savings bank account in the 
Bank of America, No. 3859 and Mr. Baumgardner 
remarked that it was a good thing that the Los 
Angeles Grand Jury did not find out about that ac- 
count, since he failed to tell them about it and they 
would probably have accused him of perjury even 
although the amount was only $55.00. 

They mentioned that they had War Bonds in the 
safe deposit box. Then I told Mr. and Mrs. Baum- 
eardner that I had planned to type up the schedule 
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of assets and liabilities and living expenses and 
present them to them for their signature. 

Mrs. Baumgardner objected because she said 
that she [130] wasn’t familiar with all the details. 
IT told her the signing of the statements would only 
indicate that at the time the statements were correct 
to the best of her knowledge and belief and that it 
did not preclude subsequent corrections. 

Mr. Baumgardner agreed and said that he would 
sign that if his attorney approved, and he further 
explained that he had discussed the matter with 
his attorney and his attorney advised him not to 
sien any statements until he had an opportunity to 
review them. 

Mr. and Mrs. Baumgardner were asked in- 
dividually if there were any additional assets of 
liabilities and their answer was ‘‘no.’’ I explained 
to him that these statements would only serve as a 
basis for whatever actions followed relative to their 
tax liability. I pointed out to them that neither Mr. 
or Mrs. Baumgardner was required to sign any 
statement. In fact, they did not even have to dis- 
cuss anything with the Government and that they 
could refuse to talk with us. 

Mr. Baumgardner stated that the returns might 
have some inaccuracies when I told him that the 
interest income was omitted, but he said that he did 
not intend to defraud the Government and that he 
was willing to pay whatever additional tax was de- 
termined to be due. 
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Mr. Baumgardner then asked if he would re- 
ceive a clearance from the Internal Revenue service 
after this investigation [131] was over. I told him 
the investigation was not the routine investigation 
and for that reason the period ending 12-31-91, 
was being examined, so that the Government would 
not, within a short time, have to conduct another 
investigation. 

Mr. Baumgarden said that he was tired of being 
investigated as a result of information supplied by 
his political opponents. Permission was granted to 
inventory their safe deposit box and Mrs. Baum- 
gardner, Mr. Turner and I went to the Bank of 
America where we inventoried the safe deposit 
box. 

Q. What did you find there, Mr. Vitello? 

A. Principally about $1,000.00 in War Bonds. 

Q. I am a little concerned, you might leave a 
wrong impression with reference to the Grand Jury 
matter. Mr. Baumgardner, to your knowledge, was 
never indicted by any County Grand Jury, was he? 

A. No. 

@. Do you recall having another conversation 
with these taxpayers after November 6, 1952? 

A. Yes, on January 2, 1953. 

Q. And what transpired at this time? 

A. I talked to Mrs. Baumgardner and I had 
previously borrowed a 1951 income tax return, her 
retained copy, and I went up for the purpose of 
returning it so that they could get ready to pre- 
pare their 1952 return. 
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Q. You talked only with Mrs. Baumgardner 
then? [132] 

A. Only with Mrs. Baumgardner. 

Q. Mr. Baumgardner wasn’t there? 

A. Mr. Baumgardner wasn’t there. And this was 
in the church. I told Mrs. Baumgardner that George 
Bouchard, attorney, and Mr. Baumgardner wanted 
me to send him a copy of the financial statement 
so that he and Mr. Baumgardner could discuss the 
statements. However, I told Mrs. Baumgardner that 
I felt these statements were results of my work and 
without the signatures of Mr. and Mrs. Baum- 
gardner, I did not think it would be fair for me to 
turn over the results of my work to their attorney, 
at least without me being present. 

Mr. Bouchard refused to discuss the items on 
the financial statement with Mr. Baumgardner in 
my presence. 

Q. Is that all that transpired there? 

A. No, I also told Mrs. Baumgardner that prior 
to the time that Mr. Bouchard came into the pic- 
ture, I felt free to discuss any matter which came up 
with Mr. Baumgardner or with her, but now I felt 
that Mr. Bouchard had all the arrangements and I 
told her I would have to get any information fiom 
the sources that were available to me. 

Mrs. Baumgardner said that she was hesitant to 
sien the financial statements herself because many 
of the transactions she heard of for the first time 
when we discussed the items at the Hawthorne 
police station with her and her husband. [133] 
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She also said particularly the cash explanation of 
$18,000.00, that Mr. Baumgardner made. She said 
she never knew of it before, that she never saw the 
money. In fact, she doesn’t believe her husband 
was telling the truth about the cash. 

To her knowledge, the largest amount of cash 
that she knew of at one time was about $1,000.00 
but never any amount as large as $18,000.00. I 
pointed out a few differences in figures with rela- 
tion to the cost of 391 Cedar being $4,922.00 instead 
of the amount they listed of $38,750.00 in the tax 
return and the cost of 443 East 129th Street being 
the correct figure of $3,750.00 instead of $6,500.00 on. 
their 1951 return. 

IT also suggested that they include all their Trust 
Deed interest on their 1952 return. Mrs. Baum- 
gardner stated that her husband did considerable 
gambling, but she did not know all the details. That 
was the substance of that conversation. | 

Q. After January 2, 1953, did you have occasion 
to see either of the Petitioners again? 

A. Yes, in the latter part of January, 1953, I 
had occasion to talk with Mr. Baumgardner in the 
City Hall. However, we did not discuss business 
or anything relating to his tax lability. 

Q. And after that did you see either of the 
Petitioners [134] again? 

A. Yes, on February 26, 1953. Internal Revenue 
agent Wilham Kinsella served Mr. Baumgardner 
with a letter relative to the requirement of the 
keeping of records at the Hawthorne police station. 
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Q. What was the substance of that conversa- 
tion, Mr. Vitello? 

A. Mr. Kinsella served Mr. Baumgardner with a 
letter relative to the requirement of keeping rec- 
ords. Mr. Baumgardner said that his attorney, 
George Bouchard, did not want him to sign waiver 
forms 872 for the year 1949. I told him since the 
matter was only a civil problem that I would leave 
the waivers with him and leave a return envelope 
so that if he and Mrs. Baumgardner should decide 
to sign the documents, he could forward them to the 
Government. 

T told Mr. Baumgardner that this was my first ex- 
perience where an attorney refused to sign a waiver 
relating to a civil matter and that the Government 
would be obliged to take what necessary action they 
would have to if they did not get the forms in, in 
time. 

We showed Mr. Baumgardner the information 
that we had with relation to the cost of the prop- 
ertv at 391 Cedar Avenue in Hawthorne. Mr. Mann 
gave us information about the $3,000.00 loan that 
Mr. Baumgardner made to him in 1947 and that 
repayments of $100.85 on a monthly basis were 
made by Mr. [135] Mann to Mr. Baumgardner and 
that the outstanding balance of the loan of $1,- 
399.46 was applied to the purchase of a house and 
that the correct cost of the house should have heen 
$4,922.00 instead of $6,500.00 on their return. 

Mr. Baumgardner said he purchased a 1940 Olds- 
mohile in 1940 for $1,240.00 and that it was wrecked 
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in 1946 and that he purchased a 1946 Oldsmobile 
thereafter. 

IT asked Mr. Baumgardner if he had any interest 
in the Cockatoo, which was owned by Andrew 
Lococo 

The Court: Interest in what, Mr. Vitello? 

The Witness: In the Cockatoo Cafe owned by 
Andrew Lococo and Mr. Baumgardner said thal 
he had no interest in the business or in any other 
property not already discussed. We advised—l 
told Mr. Baumgardner that our information showed 
that he had an interest in the Embassy Club, a 
poker club in Gardena, California, and we suggested! 
to him that he report the income from that club 
properly on his 1952 return and that he should also 
report the interest dividend, rental and other income 
on his 1952 tax return. 

He said that he would and if necessary, he would 
ask for an extension of time for filing to be sure 
that the 1952 return was filed properly. 

Then we talked about the Beacon Cafe and Mr. 
Baumgardner said that any money which was put 
into the Beacon Cafe was money which belonged to 
Jim Bruno, who died in 1950. [136] He was a 
friend of Andy Lococo and came from the same 
town that Mr. Lococo came from, namely, Milwau- 
kee, Wisconsin. 

Mr. Baumgardner said that Mr. Bruno was 
separated from his wife, who was still living in 
Milwaukee and that he was now living with a girl 
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by the name of Ruth—he didn’t know her last 
name. 

Mr. Baumgardner said Mr. Bruno had T.B. Mr. 
Baumgardner said he did not lose one penny in the 
Beacon Cafe nor did he receive as much as one 
penny from the Beacon Cafe at any time. He 
handled the money for Mr. Bruno and that it was 
all Ma. Bruno’s money and that none was his. 

He said that Clyde Walker did not know of Mr. 
Bruno’s interest. He said he led Mr. Walker to be- 
heve that he was the interested party because he 
did not trust Mr. Walker. 

Mr. Baumgardner said he had rotary dues of 
#8.00 a month and dues for the Eagles of $14.00 a 
year. Mr. Baumgardner said that bookmakers were 
arrested at the Beacon Cafe when Andy Lococo 
was operating the place, but that he could not re- 
member the last name. He said the Los Angeles 
County Sheriff’s office made the arrest because he 
was too well known. However, he co-operated with 
the Sheriff’s office. 

Mr. Baumgardner said his clothes were given to 
him by frends and acquaintances. Mr. Baum- 
gardner said he could come to our office any morning 
except Tuesday, subject to his [187] attorney’s ap- 
proval. That was the substance of that conversa- 
tion. 

Q. Mr. Vitello, did you conduct an investigation 
into the—to determine the cash on hand that Mr. 

3aumegardner had at any time? 

A. Yes. First of all I went to the Bank of 


178 Milford R. Bawngardner, et ux., vs. 


(Testimony of Charles Vitello.) 
America and I transcribed all of Mr. Baumgardner’s 
accounts that I could find. This was the Bank of 
America in Hawthorne and I made a partial tran- 
script of the early vears but I made a more com- 
plete transcript of the more current years. 
Mr. Sullivan: Will you mark this as Respond- 
ent’s Exhibit next in order for identification ? 
The Clerk: NN for identification. 


(The document above referred to was marked 
Respondent’s Exhibit NN for identification. ) 


Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit NN for identification and ask you if 
that is the document which you have just re- 
ferred to? A, Yes singantaasy 

Q. Is that a true transcript of the bank’s rec- 
ords, Mr. Vitello? 

A. It is a partial transcript of the bank’s rec- 
ords. It isn’t complete in that I did not list all the 
details. For [138] example, for some check items 
IT put down twelve checks at less than $100.00. The 
deposits are complete and the balances are correct. 
Tt is just the check items where I have ten checks 
of less than $100.00 for a month. 

Q. In those cases you did not list each check? 

A. That is right. 

Mr. Sullivan: At this time, your Honor, I would 
like to offer Respondent’s Exhibits MM and NN for 
identification into evidence. 

Mr. Bouchard: Well, your Honor wonders why 
T don’t object but it was part of the stipulation 
that I agreed to counsel’s statement that the bank 
records for this period had been destroyed. I how- 
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ever would stipulate that they had been destroyed 
but I object to it on the ground, of the witness’ 
testimony that it is only a partial and not a com- 
plete record. 

The Court: But I suppose the important parts 
of it are the totals which are meluded ? 

The Witness: Yes. 

Mr. Bouchard: I suppose the important part of 
it, from the Government’s point of view is, but I 
don’t know what else was in the record which would 
have been of value to the Petitioner, as it is a 
partial record. 

The Court: Your objection is overruled. It will 
be admitted. [1389] 


(The document heretofore marked Respond- 
ent’s Exhibits MM and NN, respectively, were 
received in evidence. ) 


The Witness: In addition to making a transcript 
of the taxpayers’ yearly bank account, I examined 
all of the loan records in the Bank of America 
relating to the taxpayers and I made a transcript 
and obtained photostats of the loans and how they 
were paid. 

I made a transcript of the mortgages on the 
Trust Deeds and the payments that were made by 
the taxpayer. 

Q. (By Mr. Sullivan): Where did you make 
this? 

A. At the Bank of America and there was one 
entry, Syndicate Mortgage Company on Wilshire 
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Boulevard, Los Angeles. Outside of that, except 
for the discussions with Mr. and Mrs. Baumgardner 
about cash on hand, that was the major portion of 
what I did to establish the cash on hand. 

I examined Mr. Baumgardner’s earlier tax filing 
records to see what tax returns he filed for the 
period of 1930 through 1951. I cannot think of any- 
thing else that might relate to that question. 

Q. In the course of your investigation, Mr. 
Vitello, did you investigate the leads that were given 
to you by Mr. Baumgardner as to the ownership of 
the Beacon Cafe? 

A. Yes, I did. I examined all the escrows, 
Majorell’s [140] escrow and the escrows at the 
Bank of America and I read through each document 
which was in the file to find out if I could find 
any reference to James Bruno. I could find no ref- 
erence to James Bruno in the escrow by Majorell. 
I could find no reference to James Bruno in the 
two escrows at the Bank of America. 

I examined the liquor licenses and I could find 
no reference to James Bruno, in any of the liquor 
licenses. 

I examined the property files of the Los Angeles 
County, California, and the files of the undertakers 
who buried Mr. Bruno. I examined the income tax 
return files in the Commissioner’s office for Mr. 
Bruno and I could find no connection between Mr. 
Bruno and the Beacon Cafe. 

Q. In the course of your investigation, Mr. 
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Vitello, did you investigate any other leads that the 
taxpayer might have given you as to cash on hand 
or beginning net worth? 

A. Yes, sir, I went to the City Hall for the City 
of Hawthorne and I examined the payroll records 
relating to Mr. Baumgardner and picked out those 
items that related to Mr. Baumgardner, both as to 
his wages and as to expenses from 1925 to 1951, in- 
elusive. 

I also examined all of the bond records that the 
City of Hawthorne had, looking for the taxpayers’ 
hames or names of their children and I could find 
none. 

I examined the sale of lots which had a tax 
lien [141] against them, for the taxpayer’s name 
and I eould find no sale of lots in the names of the 
taxpayers or their children. 

I examined the Grantor indices for the Los An- 
geles County. I examined the grantee indices. I ex- 
amined all the deeds that were recorded for the 
vears 1935 through 1951, inclusive. 

I examined all the Trust Deeds. I examined the 
transcript of a civil file involving Mr. Baum- 
cardner. I examined the prior income tax returns. 
I examined all the bank records of the Bank of 
America in Hawthorne for Mi. and Mrs. Baum- 
gardner including loan file, credit files, escrows, 
ledger sheets, their savings and commercial accounts, 
all deposit tickets. 

Q. Did you find anything that isn’t reflected 
on Exhibit 1-A in evidence in this case? 
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A. No, everything I could find is shown there. 
Q. Did you find any evidence that Mr. Baum- 


gardner dealt in large cash figures ? A. No. 
Mr. Sullivan: That is all, Mr. Vitello, thank 
you. 


Mr. Bouchard: Can we take a recess? 
The Court: Well, it is all right with me. 


(Short recess taken.) 


The Clerk: The Court is in session, [142] gentle- 
men. 
Cross-Examination 


By Mr. Bouchard: 


Q. Mr. Vitello, you are a special agent of the 
Bureau of Internal Revenue, are you? 

A. Yes. 

@. What are your duties as such? 

A. To make tax investigations, accumulate evi- 
dence to support civil fraud, criminal fraud, write 
reports. 

Q. Isn’t one of your duties also to determine 
when a case is assigned to you for such an investiga- 
tion that the facts justify that there should be a 
recommendation of no fraud or no criminal fraud ? 

A. Yes, sir. 

Q. Is that part of your job? A. Yes. 

Q. You have nothing to do with the determining 
of the income tax liabilities of a taxpayer that you 
are investigating, do you? owen Csulludo: 

Q. Is it part of your duty as a special agent to 
determine the propriety of deductions, for example ? 
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A. We usually have an Internal Revenue agent 
-with us. 

Q. It is the duty of the Revenue Agent to de- 
‘termine the tax lability, isn’t it? 

A. Generally, that is right. [143] 

Q. If items of income or items of deductions 
are involved which your investigation leads you to 
believe has resulted in the fraud, or wilful evasion 
of tax, that is where your duties really begin? 

A. That is right. 

(. It is the Revenue Agent who determines the 
eivil hability of what the tax should be; that is true, 
is it not? A. That is true. 

@. Now, when did you start—first, you have been 
testifying to some memoranda that is before you? 

A. Wess: 

Q@. May I see your memorandum? 

A. All of them? 

Q. Yes, I want them all. A. All right. 

Q. Are the documents which you have handed me 
the documents that you have used in testifying ? 

A. That is right, sir. 

@. And when were they prepared ? 

A. At the time of the interview. 

Q. When did you start your investigation of this 
cease, Mr. Vitello? 

A. It was assigned to me in April of 1952. How- 
ever, I did not contact Mr. Baumgardner until 
August of 1952. IT had [144] some preliminary field 
work prior to contacting Mr. Baumgardner. 
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Q. What did that field work consist of your 
doing? 

A. TJ checked the public records, the grantee and 
grantor lists, checked back against escrow records, 
loan records, cashier’s checks. 

Q. Anything else? 

A. And talked to a number of people. 

Q. Who did you talk to? 

A. The buyers and sellers of property, people 
who had Trust Deeds, how they were paid, officials 
at the Bank of America at Hawthorne. I think that 
covers about most of them. 

Q. So at the time you first contacted the Baum- 
gardners you had made a pretty thorough investiga- 
tion of matters that were of public record, is that so? 

A. Yes, sir. 

Q. And had you seen their transactions at the 
bank ? A. Yes, sir. 

Q. How long a time did it take you to do that? 

A. I don’t know, three, four or five days, I 
don’t know. 

Q. Did you check the Probate files of Los An- 
gles, Mr. Vitello? 

A. Yes, sir, I did for the years 1935 to [145] 
1951. : 

Q. For what purpose? 

A. To determine if the Baumgardners had in-— 
herited any money and to determine if Bruno left 
any estate. 

Q. Now, with respect to Mr. Baumgardner, In | 
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determining how he might have inherited any 
money, how did vou do that, Mr. Vitello? 

A. I went over the probate files on the third 
floor of the Hall of Records and I looked up all the 
estates in the name of Baumgardner. I looked for 
that name but I could find none. 

Q. So, as far as the probate file showed, Mr. 
Baumgardner did not receive anything from any- 
body by the name of Baumgardner, is that right? 

A. That is right. He also told me he did not 
receive any inheritance. 

Q. I am talking about the investigation that 
you made of the public records. A. Qh. 

Q. Did you try to make a search in the probate 
office for beneficiaries by the name of Baum- 
gardner ? 

A. What is that probate index book that you 
look through? If it is that, then I did. If it isn’t, 
then JI did not. 

Q. I was going to ask you how vou did it. That 
was for my personal information. I just wondered 
how you located [146] beneficiaries in the probate 
office. 

A. You would have to get it from some place, 
of course. 

Q. Now, you first contacted the Baumgardners— 
when did you say? A. August of 1952. 

Q. Now, are these documents which you have 
handed me, Mr. Vitello, all of the documents that 
you have had before you while vou were testifyin2 
on direct examination ? 
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A. Well, I have these other files but I didn’t 
refer to them. 

Q. You did not refer to them? 

A. No, sir. They refer to a list of exhibits. 

Q. Where did you first contact Mr. Baumgard- 
ner? A. At the Hawthorne police station. 

Q. And what did you say to him and what did 
he say to you? 

A. I showed him my eredentials and identified 
myself and told him that I had his tax returns as- 
signed to me for examination. 

Q. And did you tell him what your duties as a 
special agent were? A. No, sir. 

Q. Why did you emphasize the “‘No, sir’’? 

A. For no particular reason, [147] 

Q. Pardon? 

A. Just, no, sir, with no accent. 

Q. Were you afraid to tell him what your 
particular duty was in connection with the matter? 

A. No. 

Q. Why didn’t vou tell him what your duties 
were, Mr. Vitello? 

A. Myr. Baumgardner is a police officer. He said 
that he had had occasion to talk with Internal 
Revenue employees before and I was under the 
impression that he knew what a special agent’s 
job was. 

Q. Well, when you investigate a taxpayer when 
he isn’t a police officer and doesn’t have any prior 
experience, do vou tell him what your duties are? 
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A. Not until I am convinced that the taxpayer 
is guilty of tax evasion. 

Q. Didn’t you, at your first meeting with Mr. 
Baumgardner, tell him you were just making a 
routine audit of his returns? A. No, sir. 

Q. Did you, at that meeting, discuss with Mr. 
Baumgardner some of the matters vou had learned 
about in your investigation prior to seeing him? 

A. No, sir, I did not. 

Q. You did not tell him that you had talked to 
the [148] officials of the bank and that you had 
seen the transcript of his records? &. No, @ir 

Q. You did not tell him that you had examined 
the public files of the Los Angeles County? 

A. do, oor: 

Q. Or anything of that sort? A. No, sir. 

Q. What did you ask about? 

A. J wanted his explanation as to who prepared 
his tax returns and what information he gave the 
accountant. I wanted to find out his explanation as 
to why he did not keep records. 

Do vou want me to repeat the subject we have 
just talked about? 

Q. Yes. 

A. That is going to be rather difficult without the 
notes. 

Q. Well, I have got the notes. Now, you go 
ahead, Mr. Vitello. 

A. I showed him the returns that I had in my 
possession and I asked him to identify his signature 
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on the returns and he acknowledged that they were 
the returns for himself and his wife. 

Q. Right there, let me interrupt you. [149] 

A. Yes, sir. 

Q. You had with you, as I understood your testi- 
mony, the original returns for 1946, 1947, 1948, 1949 
and 1950; is that right? A. Yes. 

@. Your assignment was to investigate these re- 
turns for the period 1942 to 1951; 1s that right? 

A. I don’t recall what my first assignment was. 
Q. Well, were those prior years 1942 to 1946 
A. Subsequently they were. 
Q 
A 


They were subsequently assigned to you? 
. Yes. 

Q. Did you ask Mr. Baumgardner—strike that 
out. There has been offered in evidence by stipula- 
tion, copies of the returns that you got from Mr. 
Baumgardner for the years 1942 and 1944, is that 
eorrect? A. And 1951. 

Q@. And 1951? A. Yes, that is right. 

@. Why did you ask for copies of his returns? 

A. Because the Government had destroyed the 
early returns. 

Q. You did not have the originals? 

A. That is right. 

Q. Why did you ask for the copy of his 1951 
return, Mr. [150] Vitello? 

A. JI wanted to see what kind of income he had 
reported. 

Q. Didn’t you have the original return of the 
Government ? A. No, sir. 
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Q. You did not have it? A. No, sir. 

Q. It had been filed, hadn’t it? 

A. Yes, sir, the records show that they were 
filed at the time. 

Q. Now, Mr. Baumgardner willingly gave you 
his retained copy of the 1942 and 1944 returns? 

A. Mrs. Baumgardner, yes. 

Q. You first saw him at the police station? 

A. Yes. 

Q. You asked him for quite a few records, did 
you not? 

A. Yes, all records that he might have. 

Q. And he willingly gave them to you? 

A. Yes. 

Q. And he told vou that they were at the house 
and if you went down, Mrs. Baumgardner would 
give them to you, is that right? A. Yes. 

Q. And among the other records—strike that 
out. So Mis. Baumgardner gave you everything 
she had, did she, Mr. [151] Vitello? 

A. I presume she did. 

Q. And very willingly she gave them to you, 
did she not? A. That was my impression. 

Q. Now, did you examine the safety deposit 
box of the Baumgardners? 

A. Yes, sir, we did. 

Q. Who do you mean by “‘we’’? 

A. Special agent Clarence Turner was with me 
at the time. 

Q. How did you get into the box? 

A. After we finished talking to Mr. Baumgard- 
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ner and Mrs Baumgardner in November, 1952, I 
asked Mr. Baumgardner for permission to inven- 
tory the safe deposit box and he said, ‘‘Sure, go 
right ahead.’’ 

@. He permitted you to do that? 

A. Yes, so Mrs. Baumgardner, Mr. Turner and 
myself went to the box. 

Q. Was that on the occasion when you and Mr. 
Turner saw Mr. Baumgardner at the police station ? 

A. Yes, sir. 

@. I think you testified that—was that on the— 
that was the meeting of November 6, 1952, when 
you and Mr. Turner saw the Baumgardners in Haw- 
thorne, is that right? [152] 

A. That is right. 

@. And that is the time that you asked for per- 
mission to examine their safe deposit box ? 

A. Yes. 

Q. And they willingly gave it to you? 

A. Yes. 

Q. And that is the same occasion on which you 
testified that you told Mr. Baumgardner that it was 
no longer a routine investigation ? 

A. That is right. 

Q. Now, at the conclusion of your investigation, 
Mr. Vitello, did you recommend criminal prosecu- 
tion? A. Yes, I did. 

Q. And as a result of your recommendation, Mr. 
Baumgardner was indicted at the United States | 
District Court for the Southern District of Cali- 
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fornia, being charged with filing false and fraudu- 
lent tax returns for the years 1947 to 1951, was he 
not? A. Yes, sir. 

ie, You, ghar. 

Q. And about June or July of 1954, that case 
was brought to trial before a Jury, was it not? 

Ac eas, sir. 

Q. And you testified in that case, did you not? 

A. Y@,.sim 

@. And the witnesses produced here yesterday— 
Mr. Adams [153] testified, did he not? 

A. Yes, sir. 

@. And the Phyllis Miller that he referred to 
yesterday also testified, did she not? 

A. Yes, sir. 

Q. Have you seen any transcript of the testi- 
mony which you gave in the criminal trial? 

A. I believe I read it in a cursory manner once. 

Q. Did you do it recently in connection with 
your preparation to testify here? 

A. No, I would not say that. I don’t reeall 
whether I did it in June or more recently. I can- 
not specifically say. 

Q. Do you recall that you were asked this ques- 
tion: 

‘“Q. Would you please relate to us the substance 
of the conversations in that August 11, 1952, con- 
ference ? 

‘A. Ihave some pencil notes that I made at the 
time. Occasionally I am going to have to refer to 
them. At that time I told Mr. Baumgardner that I 
had heen assigned his income tax returns for in- 
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vestigation and I asked him for his books and rec- 
ords. He said he had none. He said he never kept 
any for himself. However, his wife had a [154] 
business called Milady’s Style Shop and Irene 
Strewn kept the books and records for that enter- 
prise. He said that his accountant was R. P. 
Ludolph who lived close by to the police station. He 
submitted—Mr. Baumgardner submitted figures to 
him each year for the preparation of his income tax 
return. I asked him if he had any record of his 
commission income. He said no, he had no record 
of his commission income. 

‘““T asked him what was the source of it. He said 
they were private investigations.’’ 

Do you remember that? A. Yes. 

Q. Now, you testified that on January 2, 1953, 
you talked to Mrs. Baumgardner and at that time 
you presented to her the financial statements that 
you had prepared, is that correct? A. No, no. 

Q. What is correct? 

A. I returned to her at that time the 1951 copy 
that they permitted me to use. That was all I re 
turned at that time. 

@. Well, was there any conversation with Mrs. 
Baumgardner at that time about any subject relat- 
ing to this case? [155] A. Yes, sir. 

Q. What was that conversation ? 

A. I told her that £ was anxious to get their 
signatures on the financial statements and Mrs. 
Baumgardner said that she hesitated to do so hbe- 
eause many of the net worth—she never heard of it 
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before. It was the first time she had ever heard of 
them when we discussed them several months be- 
fore. | told her that prior to the time that Mr. 
Bouchard had been engaged in the ease, I felt free to 
talk to Mr. and Mis. Baumgardner freely and that 
subsequently, I would have to get whatever infor- 
mation I had to get from the sources that were 
available to me. 

Q. What else was said? 

A. I asked Mrs. Baumgardner what she knew 
about Mr. Baumgardner’s cash explanation and she 
said that she did not think her husband was telling 
the truth, because she never saw any large amounts 
of cash, certainly never as much as $18,000.00, 
maybe $1,000.00 but not such a large amount as 
$18,000.00. 

@. So you were sure that Mrs. Baumgardner 
told you on that occasion that her hushand must 
have been lying? A. That is right. 

Q. You are positive of this? A. Positive. 

Q. And that was after you had told both Mr. 
and Mrs. [156] Baumgardner in November that 
this was no longer a routine investigation, is that 
correct? no Phat issmehit. 

Q. Now, what is that exhibit that you showed 
Mrs. Baumgardner? 

A. The financial statement. 

@. What is that? A. MM and NN. 

Q. Ishow you Respondent’s Exhibit MM and ask 
you if that is the schedule of assets and liabilities 
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which you showed Mrs. Baumgardner on this oc- 
easion ? 

A. I did not show her these schedules in Janu- 
ary of 1953. The only time she saw the schedule was 
on November 6, 1952. 

Q. She never saw this at this January meeting? 

SN Osi 

Q. Well, you said in this January meeting in 
1953, she told you there were a lot of things on the 
schedule of assets and liabilities that she did not 
know anything about, is that what she said? 

A. Yes. 

Q. Did she disclaim any knowledge of a savings 
account in the Bank of America? 

A. She did not specify any particular asset of 
liability. [157] 

Q. So you did not go over these separately and 
she just said she never heard of these things, 1s 
that so? 

A. No, she did not say that. She said some of 
these things she never heard about before. 

Q. Did she specify what things? 

A. No, she did not. 

Q. Now, Mr. Vitello, you said something about 
asking the Baumgardners to sign a statutory waiver 
—who did you ask? 

A. I know I asked Mr. Baumgardner and I am 
trying to recall at what conference that took place. 
I don’t remember whether it was the November 
conference or the February conference. It must 
have been the November conference. If it was the 
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November conference then Mrs. Baumgardner was 
there also. 

Mr. Sullivan: Could the witness refer to his 
notes to clear up his mind on that question ? 

Mr. Bouchard: No, no, this is cross-examination. 

Q. (By Mr. Bouchard): What kind of a waiver 
were you asking them to sign? 

A. A elvil tax waiver. 

Q. A waiver of what? 

A. To extend the statute limitation, the eivil 
statute limitations. 

@. Had you, at that time, completed your re- 
port? [158] A. No. 

Q. What date did you complete vour report? - 

A. Some time in April, 1953, to my recollection. 

Q. I think you testified that they said to you 
that I was their attorney and I did not approve of 
their signing that, is that correct? 

A.~ Biratsseiieht. 

@. Now, you had prepared a net worth state- 
ment or a statement of assets and liabilities at that 
time which you had shown the Baumgardners and 
asked them to sign? 

A. That is right, November 6, 1952. 

@. And they asked you to let them have it so 
that they could show it to their attorney, did thev 
not? A. That is right. 

@. And you refused to do that, didn’t vou? 

A. Wess sir. 

Q. Now, it is the practice of a special agent, is 
it not, to keep very confidential the facts they may 
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discover in the course of an investigation, isn’t that 
true? 

A. Sometimes. Some facts but some they do not. 
Actually it is as to what they decide is important 
and what isn’t. 

Q. What was that answer? 

A. It is according to what facts they want to 
disclose to the taxpayer. [159] 

Q. They tell the taxpayer what they want to tell 
him and that is it, is it? 

A. Well, you could put it that way. 

Q. Wouldn’t that be the truth if you put it that 
way, Mr. Vitello? 

A. In this particular case I had discussed every 
particular item with the taxpayer. 

Q. Then why did you not want to let them have 
the copy of the financial statement, so that they 
could show it to me? 

A. Beeause I wanted to be present when we dis- 
cussed it with you. 


Q. Why? 
A. And I wanted them to be present, too. 
Q. Why? 


A. So that I could have a piece of evidence if it 
later became necessary to use it. 

Q. At that stage of the proceeding, did you 
think you needed evidence ? 

A. I am always in need of evidence. 

Mr. Bouchard: I do not agree. 

Q. (By Mr. Bouchard): Now, you say that this 
is the first time in your experience as a special 
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agent that you have had an attorney who refused 
to let his clients sign a waiver of the statute? [160] 

A. The civil statute, yes, sir. 

Q. Don’t you know, Mr. Vitello, that the only 
way that an attorney for the taxpayer can get any 
information about what the special agent is doing is 
by requiring him to get his notice of deficiency out 
within the statutory period? That is the first op- 
portunity he has to know anything about the ad- 
justments that have to be made. 

A. Well, we told the taxpayers 

Q. Answer my question. 

A. I suppose attorneys do that, I don’t know. 

Q. At least you found out one that doesn’t, by 
your testimony. 

Now, did you say that Mr. Baumgardner in one 


of your interviews when you discussed with him 
the Beacon Cafe, had given you some leads as to 
where you might go and look to determine the own- 
ership of the Beacon Cafe? 

A. Leads—no, I don’t think he gave me any 
lead. He said that he did not own the Beacon Cafe. 
He did not suggest where I might go and verify 
about Mr. Bruno. 

Q. At the time you talked to Mr. Baumgardner 
about the Beacon Cafe did you see the various 
escrows that have now been offered in evidence 
here? A. I beheve I had. 

@. Now, in one of these interviews, Mr. Baum- 
gardner told you, did he not, that he had made 
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quite a lot of money [161] in buying and selling of 
Hawthorne municipal bonds? 

A. The way he put it to me at the time was it 
was the explanation of the commission Income on 
his 1947, 1948 and 1949 returns. 

Q. You mean he told you that part of his com- 
mission income listed in 1947, 1948 and 1942 was 
the result of some profits made in dealing in Haw- 
thorne municipal bonds? 

A. And the sale of lots because of tax deficiency. 

Q. Did you make any investigation to determine 
whether in the years 1947, 1948 and 1942 there was 
any dealing in municipal bonds? 

A. I searched the Hawthorne records from 1935 
through 1951, both records for the sale and pur- 
chase of lots and I could not find the taxpayers’ 
names or their childrens’ names listed. 

Q. And having examined those records and not 
having been able to find Mr. Baumgardner’s name 
either as a buyer or seller of those bonds, you con- 
eluded that he wasn’t telling you the truth about 
the matter, did you? 

A. Well, I don’t know what I concluded. I just 
did not find any record of it and I did not give him 
any eredit for it. 

Q. Well, if you believed he made this money, 
you would have given him credit for it? 

A. Yes. 

Q. So because you did not give him credit for it, 
you [162] did not believe he was telling the truth? 

A. I did not give him eredit for it, no, sir. 
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Q. So you thought he wasn’t telling the truth? 

A. I did not give him credit for it. 

Mr. Sullivan: I object to this question, your 
Honor. 

The Witness: Well, I don’t know. 

Mr. Bouchard: All right, all right. 

Q. (By Mr. Bouchard): I have now given you 
back the documents that you gave me, Mr. Vitello. 

“A. Yess sit. 

Mr. Bouchard: That is all, your Honor. 

Mr. Sullivan: Just one more question then. 


Redireet Examination 
By Mr. Sullivan: 


Q@. Mr. Vitello, vou testified on cross-examina- 
tion that you checked the bond records of the City 
of Hawthorne for the years 1935 through 1951, in- 
clusive; is that correct for the starting year? 

A. I checked the records for the City of Haw- 
thorne from 1925 to 1951, that is, the disbursal 
records. 

Q. Iam talking about the bond records. 

A. That would be the same. 

Q. Then you testified on cross-examination from 
1935 to [163] 1951, would that be incorrect ? 

A. That is right. 

@. 1925 would be correct? A. Yes. 

Mr. Sullivan: That is all. 

Mr. Bouchard: That is all? 

Mr. Sullivan: Yes. 

Mr. Bouchard: Now, Mr. Sullivan tells me that 
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that concludes the Respondent’s ease, is that right? 

Mr. Sullivan: Yes, the Respondent rests. 

Mr. Bouchard: I have Mrs. Baumgardner who 
is quite anxious to get away. I wonder if you would 
give me five or ten minutes with her? It will not 
take very long with her at all and I am sure ten 
minutes would be sufficient. 

The Court: All right, let me know when you are 
ready. 

Mr. Bouchard: All right. 


(Recess taken.) 


The Clerk: The Court is in session. 
Mr. Bouchard: Mrs. Baumgardner. [164] 


Whereupon, 


PEARL E. BAUMGARDNER 
was called as a witness for and on behalf of the 
Petitioners, having been first duly sworn, was ex- 
amined and testified as follows: 


The Clerk: Will you please state your name? 
The Witness: Pearl E. Baumgardner. 


Direct Examination 


By Mr. Bouchard: 

Q. Mrs. Baumgardner, you are one of the tax- 
payers in this proceeding? A. Yes; Iam. 

@. Are you acquainted with Mr. Vitello? 

A. Yes, sir. 

Q. Did you hear his testimony this morning? 

A. Part of it. 

Q. Did you hear his testimony to the effect that 
at a meeting that he had with you in January of 
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1953, you stated to him that you thought Mr. Baum- 
gardner was lying about some matters? 

A. I heard him say that, yes. 

Q. Is that true? 

A. It is certainly false. 

Q. Did you hear his testimony to the effect that 
at the same time or if not at that time, on some 
other occasion, [165] that you told him Mr. Baum- 
gardner was quite a gambler? 

A. That is false, too. 

Q. Did you hear his testimony? 

A. No, I did not hear that testimony this morn- 
ing. 

Q. Well, Mr. Vitello did testify that you had 
stated to him that Mr. Baumgardner was quite a 
gambler—did you ever tell him that? 

he Ae did@rioge 

Q. Did you hear Mr. Vitello’s testimony in its 
entirety during the course of the criminal trial? 

fe “West. sit. 

Q. Did you ever hear Mr. Vitello testifv to any 
of these things before ? 

A. Not prior to this morning, he did not, no. 

Q. When were you married, Mrs. Baumgard- 
ner? A. 1926. 

Q. Do you have a family? 

i. © Yea, sir. 

Q. How many children? 

A. I have two, a boy 23 and a girl 18. 
Q. Are they living in Hawthorne? 

xX. Yes. 
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Q. Have you lived there all your life in Haw- 

thorne, Mrs. Baumgardner ? 

Since 1919. [166] 

Did you go to school in Hawthorne? 

In Inglewood. 

You have lived in Hawthorne continuously ? 
Yes. 

You heard Mr. Vitello’s testimony that he 
went to your home and asked you for all of the 
records that you had pertaining to this tax matter? 

A. Yes. 

Q. Did you give him all the records you had? 

A. I told him to take what he wanted, that he 
could have any of it. I did not have anything to 
hide. 

Q. Did he take any of these records? 

A. He took everything he wanted. He took them 
all into the living room, the majority of them. 

Q. Now, in the early years after your marriage, 
Mr. Baumgardner worked in the fire department, 
did he not? A. Yes. 

Q. He would not have gotten a great salary? 

A. About $150.00 a month. 

Q. Do you know whether or not Mr. Baumgard- 
ner had any money at the time when you and he 
were married? 

A. I don’t know how much but I know he had 
some. 

@. How did you know he had some? 

A. Well, I wasn’t depending on his salary. 

Q. You were provided money by him from 


OPFo Pop 


ee oe ee 


Commissioner of Internal Revenue 203 


(Testimony of Pearl E. Baumgardner.) 
sources other [167] than his income, that is, in ex- 
cess of the amount he was earning ? A. Yes. 

Q. There has been some testimony that—strike 
that out. 

Mr. Vitello testified to an occasion when he met 
you at some church in Hawthorne, do you recall 
that, Mrs. Baumgardner ? A. Yes, I do. 

Q. What was the occasion for that meeting? 

A. Well, I really don’t know what the specific 
occasion was. He came to the church twice while I 
was there. 

What church was it? 

The Baptist. 

Were you a member of that church? 

Yes. 

Is Mr. Baumgardner a member of that 
ehurch ? Eee Wes: 

@. Was he active in church affairs? 

A. Yes, at that time. He was president of the 
Mens’ Brotherhood of the church. 

@. Did you, at either of the meetings in the 
ehurch with Mr. Vitello, give him any books or rec- 
ords or documents pertaining to this matter? 

A. Not at the church. I did not have occasion to 
have [168] the books over there. 

Q. Do you know whether or not in any period 
in the thirties or the forties, if Mr. Baumgardner 
kept any amounts of money at home? 

A. Yes. 

Q. Do you know how much he kept there? 

om 6G. 
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Q. Do you know whether it was much or little? 
A. Well, I think sometimes he had quite a little 


Q. Do you know where he kept it? 

A. Well, yes. 

Q. Well, where? 

A. Well, behind pictures and under the rug. 

Q. Now, do you remember any occasion of any 
substantial amount of money being taken from 
under this rug? 

A. Well, one occasion was when some friends of 
ours, whom we ran around and went to school with, 
she was expecting her baby and I believe it hap- 
pened on a Sunday and Johnny came to our house 
on the Sunday morning and asked Jack if he could 
loan him any money for the hospital and he would 
give it back to him as soon as he could get to the 
bank, and I believe at that time, that Jack took it 
out from under the rug because it has always been 
a joke with these people and ourselves that, ‘‘If 
you want any money you ean always get it under 
the rug in Jack’s house.”’ [169] 

Mr. Sullivan: Can this be ascertained as to the 
time ? 

Mr. Bouchard: You can cross-examine on it. 

Mr. Sullivan: Well, this is after the years in 
question and not relevant. 

Mr. Bouchard: Well, that is all the examina- 
tion. This is the end of it. That is all. 
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Cross-Examination 
By Mr. Bouchard: 


Q. Mrs. Baumgardner, can you set about the 
time ? A. This was when—— 

Q. ‘That is the time when you saw your husband 
take the money out from under the rug? 

A. It was in 1982. 

Q. 19327 A. Yes. 

@. You have no idea, vou say, how much money 
there was, Mrs. Baumgardner ? 

A. I have no idea at all. 

Q. Where were you living in 1932? 

A. On East Delaware where we were living at 
that time. Now, I think it is about 138th or 139th 
Street. I don’t know which one of the streets it was 
because the streets were changed but it was on Dela- 
ware at the time. 

Q. How long did you live there? [170] 

A. Qh, I think about two years. 

Q. Do you know what happened to the money 
when you moved ? 

A. I assume we took it with us. 

Q. You don’t know? A. No. 

Q. You did not take it? 

A. I certainly did not. 

Q. At that time did you clean your own house, 
Mrs. Baumgardner ? A. Yes. 

Q. Did you clean under the rugs? 

A. Yes; certainly. 
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Q. Did you have occasion to see the money there, 
Mrs. Baumgardner? A. Yes. 

Q. And did you count it? A. No, sir. 

Q. What did you do when you cleaned your 
rugs? A. Icleaned under the rug. 

Q@. What did you do with the money? 

A. I did not even touch it. I never have and I 
think anyone who knows me would tell you that I 
have never been the nosey type. 

Q. Did you not have a vacuum sweeper? [171] 

A. To be honest with you, at that time we did not 
have a vacuum sweeper. 

@. How old are your children? 

A. My son will be twenty-three in May and my 
daughter is eighteen. 

Q. They were born in the early thirties? 

A. My son was born in 1933. 

@. Did you have this money around the house in 
1938 or 19389? 

A. I ecouldn’t say, I presume so. 

Q. You could not say? A. No; I could not. 

@. And your children were young children run- 
ning around the house in say, 1938 and 1939? 

A. Most young children run around the house. 

Q. Weren’t you worried about the money then? 

A. No; because I don’t know in 1938 or 1939 
whether it was there or not. I said 1932. 

What years did you know it was there? 
1932. 

Before that? A. No. 

After that? 
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A. After we moved I don’t know. 

Q. All you know is that in 19382 there was some 
money [172] there? A. Yes. 

Q@. Under the rug? 

A. That is right, also in tobacco cans. 

Mr. Sullivan: That is all. 

Mr. Bouchard: That is all. 

Mr. Sullivan: Can we 

Mr. Bouchard: I suppose we can take our noon 
recess now, your Honor? I think that we can finish 
this afternoon. 

The Court: All right, then, we will recess until 
2:00 o’clock. 


(Witness excused. ) 
The Clerk: 2:00 o’clocek. 


(Whereupon, at 12:20 p.m., a recess was 
taken until 2:00 p.m. of the same day.) [173] 


Afternoon Recess, 2:00 P.M. 


The Clerk: The Court is in session. 

Mr. Bouchard: JI would like permission, your 
Honor, to recall Mr. Vitello for about one or two 
questions. 

The Court: Right. 
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Whereupon, 


CHARLES VITELLO 
ealled as a witness for and on behalf of the Re- 
spondent, having been previously duly sworn, re- 
sumed the stand and testified further as follows: 


Recross-Hxamination 
(Continued ) 
By Mr. Bouchard: 


Q. Mr. Vitello, I show you Respondent’s Exhibit 
1-A which is a schedule of assets and liabilities as 
prepared by the Respondent and which has been 
admitted by stipulation with certain exhibits by the 
Respondent. 

I think you testified this morning that you com- 
pleted your report on this case in about April of 
1953, Mr. Vitello? Xe Jia serie ht, 

Q. And that, at the time you completed your 
report, had you made an investigation of the facts 
with respect to the ownership of the Beacon Cafe? 

A. Yes, sir. 

Q. And at the time you completed your reports, 
you [174] knew all of the facts with respect to the 
ownership of the Beacon Cafe which you know now; 
is that correct? A. No, sir. ( 

Q. You have since discovered some other things? 

A. Yes, sir. 

Q. For example? 

A. Mr. Staten originally testified to us that he 
was the real owner of the Beacon Cafe and subse- 
quently he came in and he changed his explanation 
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and said that he was the nominee for Mr. Baum- 
gardner, that Mr. Baumgardner gave him the money 
to put into the Beacon Cafe. 

Q. Well, then, you have learned that story how 
recently ? 

A. J think it was about three months after I sub- 
mitted my report. 

Q. That you learned that? A. That is right. 

Q. Well, now in the criminal trial which has 
been referred to, the United States versus Baum- 
gardner, you prepared a schedule of assets and lia- 
bilities based on the net worth theory, did you not? 

A. Yes, sir. 

Q. And in the statement of assets and liabilities 
that was included by you on that occasion, you did 
not include as an asset any investment in the Beacon 
Cafe, did you? [175] A. That is right. 

Mr. Bouchard: That is all. 

Mr. Sullivan: I was going to call Mr. Vitello on 
rebuttal for one question, and I could ask him that 
question now. 


Redirect Examination 


By Mr. Sullivan: 


Q. Mr. Vitello, you heard Mrs. Baumgardner 
testify here ? A. Yes, sir. 

Q. Did you hear her state that you had not 
rendered certain statements that you testified to 
here in the criminal trial? A. Yes. 
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Q. That is in certain conversations with you that 
you testified to? 

A. I testified to those conversations with Mrs. 
Baumgardner here but not in the criminal trial 
statements. 

Q. Is that true? A. Yes. 

@. Why did you—— 

Mr. Bouchard: Objected to as immaterial. 

Mr. Sullivan: Your Honor, there was an infer- 
ence left at the time of the examination of Mrs. 
Baumgardner that Agent Vitello was hiding this 
and he was just coming up with this [176] at this 
time and this question in the record is explaining 
why he did not testify to these matters at the crim- 
inal trial. 

Mr. Bouchard: That isn’t the proper redirect 
examination. 

The Court: Overruled. 

The Witness: Mrs. Baumgardner was not a de- 
fendant in the criminal trial and I could only talk 
about conversations that were held with Mr. Baum- 
gardner or in his presence. 

Mr. Sullivan: Thank you. Mr. Bouchard? 

Mr. Bouchard: All right, that is all. 

The Court: You are excused. 


(Witness excused. ) 


Mr. Bouchard: Now, your Honor, we had some 
testimony yesterday from Mr. Adams and I asked 
him some questions as the basis for impeachment 
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and rather than be required to call the court re- 
porter who took his testimony in the prior proceed- 
ing, Mr. Sullivan has agreed with me that he would 
stipulate that the questions that I asked and the 
answers made, as read by me to him, were given in 
that trial but Mr. Sullivan, it seems to me that he 
would like to have the entire testimony given by Mr. 
Adams, both direct and cross, in the criminal trial, 
offered in evidence in this case, and if he wants it, 
J have no objection to it. 

So [ may say that when we prepared the stipula- 
tion which [177] is now on file, one of the things that 
IJ was asked to stipulate to was that if Mr. Adams 
were produced, he would testify to the same things 
and the same went to Miss Miller. I refused to do 
that because they were the type of witnesses I 
wanted to take the stand. 

It is in the record in this case that Miss Miller 
was under subpoena by the Government and arrived 
yesterday and had to be sent home for reasons which 
have been brought out and we have agreed that the 
testimony which Miss Miller gave in the criminal 
trial be offered in evidence here and I think that 
we have the testimony of both Mr. Adams and Miss 
Miller in one folder, is that right? 

Mr. Sullivan: That is right. 

Mr. Bouchard: And Mr. Sullivan has volunteered 
to use his copy of those depositions and I shall let 
him have access to mine whenever he wants them. 

The Court: It will be admitted. 

The Clerk: Respondent’s Exhibit OO. 
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Respondent’s Exhibit OO for identification, and 
received in evidence. ) 


The Court: I hope those letters which are used 
to identify the exhibit are not descriptive of the 
testimony. 

Mr. Bouchard: I beg your pardon. 

The Court: I said, I hope those letters which 
are [178] used to identify the exhibit are not de- 
scriptive of the testimony. 

Mr. Bouchard: Your Honor had the benefit of 
hearing Mr. Adams, who I had intended to read into 
the record, the verbatim testimony of Miss Miller. 
I will not take up the time of the Court to do it 
now, because the Court will have it before it when 
it considers the case. 

May it please the Court, there is one thing that 
T want to apprise the Court of. Last night, after I 
returned to the office, I found a note from Miss 
Trene Strewn who was a witness called by the Gov- 
ernment yesterday morning. 

I said I could not talk to her this morning but 
she persisted and I talked to her and she was quite 
disturbed about the fact that she discovered she had 
made an error in her testimony and she wanted to 
know what to do about it. And I said, ‘‘Well, if you 
come up to the Court today, I will apprise the Court 
of the fact that you would lke to change your testi- 
mony and the Court can receive your correction on 
its own motion.”’ 

T advised Miss Strewn bv telephone at 9:00 this 
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morning of that conversation; when I got here this 
morning, Miss Strewn was with Mr.,Vitello and Mr. 
Sullivan and she was in quite an emotional state. 
IT am not an accountant. She tried to explain to me 
what she wanted to correct. 

Mr. Sullivan and Mr. Vitello apparently did [179] 
not want to recall her to the stand. Mr. Vitello and 
I went over what she was trying to do and Mr. 
Vitello was as sure as me that the correction in her 
testimony, if made, will have no effect upon any 
issue that is involved in these proceedings. That it 
would relate to a possible tax hability of somebody 
that we are not concerned with and he felt that the 
change would not affect any issue in this case, so 
with that information from him, I simply said to 
Mr. Sullivan that I did not see any reason for her 
to take the stand, unless she insisted on it and so 
she has gone home. 

That is a correct statement, isn’t it? 

Mr. Sullivan: Yes. 

The Court: Thank you. 

Mr. Bouchard: I will now eall Mr. Lococo. 

The Clerk: Tell us your name, please, Mr. Wit- 
ness ? 

Mr. Lococo: Andrew Lococo. 
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Whereupon, , 
ANDREW LOCOCO 

called as a witness for and on behalf of the Petition- 
ers, having been first duly sworn, was examined and 
testified as follows: 


Direct Examination 
By Mr. Bouchard: 


@. Where do you live, Mr. Lococo? 

A. At 231 Manor Drive, Hawthorne. [180] 

Q. What is your business or occupation? 

A. Restaurant and cocktail bar. 

Q. What is the name of your bar? 

A. The Cockatoo. 

Q. The Cockatoo? A. Yes. 

(). Are you acquainted with Mr. Baumgardner? 

A. Yes; lam. | 

Q. And Mrs. Baumgardner ? A. Yes;I am. 

(. How long have you lived and operated your 
business in Hawthorne? A. Ten years. 


Q. Were you acquainted with a person by the 
name of James or Jimmy Bruno? 


A. Yes, sir. 

Q. Are you familiar with the Beacon Cafe in- 
Hawthorne, Mr. Lococo? A. Yes; I am. 

@. Are you acquainted with Clyde Walker, the 
former owner of that cafe? A. Yes;Iam. 


Q. Did you ever have a talk with Mr. Baum- 
gardner with respect to him representing any per- 
son wishing to buy an interest in the Beacon [181] 
Cafe? A. Did you say Mr.—— 

Q. Mr. Baumgardner. 
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A. Well, ask me that question again, please? 
Mr. Bouchard: Will you please read it, Miss Re- 
porter ? 
The Reporter: Yes, Sir. 
(Question read.) 


The Witness: Yes. 

Q. (By Mr. Bouchard): When was it, as near 
as you can remember ? 

A. I don’t remember exactly, 1947 or 1946, about 
in there. 

@. And where did the conversation take place? 

A. At the Cockatoo. 

Q. What was said by you and what was said by 
Mr. Baumgardner in respect to it? 

A. I knew that Jimmy was interested in the 
Beacon Cafe in Hawthorne—— 

Q@. By “Jimmy” you mean 

The Court: By ‘Jimmy’? do you mean Mr. 
Baumgardner, Mr. Lococo ? 

The Witness: No; Jimmy Bruno. 

The Court: All right. 

The Witness: And he asked me if I would inter- 
cede for him about the Beacon Cafe and I talked to 
Jack about it. [182] 

Q. Did you tell Mr. Baumgardner that Jimmy 
Bruno was interested in acquiring an interest in the 
Beacon Cafe, Mr. Lococo? A. Yes. 

Q. And did you ask Mr. Baumgardner whether 
he would front for him and try to buy the interest 
for him? A. Yes. 
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Q. And what did Mr. Baumgardner say? 

A. At the time I talked to him he said he would 
look into it and try and get together with Jimmy 
and see what he could do for him. 

Q. Now, are you acquainted with Mr. Staten? 

A. Yes. 

Q. And do you remember when he was operating 
the Beacon Cafe? 

A. 1948 or 1949, one of the two years. 

Q. Mr. Staten appeared here as a witness yester- 
day, Mr. Lococo, and testified that he operated the 
Beacon Cafe for a period of about one year to date, 
T think he said, and that you came to him and told 
him that you were going to take over the running 
of it; is that correct? 

A. Ina respect, yes; it is correct. The answer is 


correct. 
Q. Who requested you to take over the operation 
of it? [183] A. Jimmy Bruno. 


Q. And did you take over the operation? 

A. Yes. 

Q. And I think the record in this case shows 
that it was in the early part of 1949, January, 1949. 
Did you pay Mr. Staten anything for any interest 
he may have had? 

A. I did not transact one cent with Mr. Staten. 

Q. You did not pay him money or anybody? 

A. No. 

©. When you operated that cafe, were you op- 
erating it for someone other than vourself? 
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A. I was operating it for Jimmy Bruno. 

Q. And during the time at least that you oper- 
ated it, did Mr. Baumgardner have any interest in 
it? A. No. 

Q. Did the cafe have a liquor license? 

A. Yes. 

Q. And when you took it over in January of 
1949, whose name was the liquor license in? 

A. The liquor license went under my name. 

Q. How long did you continue to operate the 
eafe, Mr. Lococo? 

A. About one year and one month. I would say 
approximately one year. 

Q. And what did you do with it? [184] 

A. It was just losing money so I told Jimmy that 
unless he wanted to put money into it to keep it 
going, there was no money to be made in it and it 
was taking my time because the deal I had with him 
was that I would get a percentage and I wanted to 
get out of it. 

Q. And did you get out of it? A. Yes. 

Q. At the time you got out of it, what did you do 
with the liquor license? 

A. A broker handled it. 

Q. You sold it? A. Yes. 

Q. Through a broker? A. Yes. 

Q. And from the time that you got out and sold 
the liquor license of the cafe, you have never had 
anything to do with it since? A. No. 

Mr. Bouchard: That is all. 
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Cross-Examination 
By Myr. Sullivan: 


Q. Mr. Lococo, did you report the Beacon Cafe 
on your tax return as a profit or a loss? 

A. Asa profit and loss I believe my income tax 
shows that I did take a loss on the Beacon [185] 
Cafe. 

@. You took a loss deduction did you? 

A. Yes. 

@. For somebody else’s money on your income 
tax return? A. Yes. 

Q. Did you know that you were doing wrong 
there, Mr. Lococo? A. Not particularly, no. 

(. When you sold the liquor license, what did 
you do with the money ? A. Gave it to Jim. 

My. Sullivan: Will you mark this document as 
Respondent’s Exhibit next in order for identifica- 
tion? 

ter Clerk: PR, 


(The document above referred to was marked 
Respondent’s Exhibit PP for identification.) 


Q. (By Mr. Sullivan): Do you wish to explain 
something, Mr. Lococo? 

A. Yes. What money are you talking about? 
Let me get this clear. 

@. You said you sold the liquor license and the > 
proceeds therefrom 

A. The proceeds therefrom was a lot of bills that 
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were paid, bills that were due. That is where that 
money went to from the liquor license. [186] 

The Court: Whose bills were they ? 

The Witness: The Beacon Cafe. Actually J was 
fronting for Jimmy Bruno. The bills were for the 
Beacon Cafe. 

Q. (By Mr. Sullivan): Did My. Bruno tell you 
to use the money to pay the bills? 

A. ‘They had to be paid. 

Q. Did he tell you? 

A. I believe he was dead and they had to be paid. 

@. I show you Respondent’s Exhibit PP marked 
for identification and ask you if you can identify 
that? A. Yes. 

@. What is it Mr. Lococo? 

A. It is a cheek for $4,980.00 made out to An- 
drew Lococo from Ralph Myer. 

Q. And what does that represent? 

A. It represents the money from the liquor 
heense that was sold. 

Mr. Sullivan: I offer Respondent’s Exhibit PP 
for identification into evidence. 

Mr. Bouchard: No objection. 

The Court: Admitted. 


(The document heretofore marked Respond- 
ent’s Exhibit PP was received in [187] evi- 
dence. ) 

Q. (By Mr. Sullivan): When did Jimmy Bruno 


die, if you know? 
A. Jimmy Bruno passed away, I helieve, in Sep- 
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tember of the same year that the Beacon was sold. 
The exact date I don’t remember. 

Q. It was before you received that check ? 

A. That is right, it was about one month or six 
weeks before I received that check. 

Q. What was Mr. Bruno’s business ? 

A. JI don’t know that he was in any other busi- 
ness outside of the Beacon Cafe. I knew him from 
my home town, Milwaukee. 

Q. When did he come out to California, do you 
know, Mr. Lococo? 

A. About the early part of 1946. 

@. And he died in 1950? A. Yes. 

Q. At that time he wasn’t in any business that 
you know of, except the Beacon Cafe? 

A. The Beacon and he worked for me for a 
little while. For how much of the time I don’t re- 
member but he worked for me for a little while. 

Mr. Sullivan: That is all. 


Recross-Examination 
By Mr. Bouchard: 


Q. Mr. Lococo, was it the money that you re- 
ceived from [188] this check, Respondent’s Exhibit 
No. PP, that you used to pay the outstanding bills 
of the Beacon Cafe? A. Yes. 

Mr. Bouchard: That is all. 

The Court: That is all. 


(Witness excused.) — 


Commussioner of Internal Revenue 221 


Mr. Bouchard: Mr. Baumgardner. 

The Clerk: W4ull you tell us your name, Mr. Wit- 
ness, please? 

Mr. Baumgardner: M. R. Baumgardner. 


Whereupon, 


M. R. BAUMGARDNER 
ealled as a witness for and on behalf of the Peti- 
tioners, having been first duly sworn, was examined 
and testified as follows: 


Direct Examination 
By Mr. Bouchard: 


Mr. Baumgardner, where do you live? 
1545 Jackson Avenue, Hawthorne, California. 
How long have you hved in California? 
Since 1924. 
Where did you come from? 
From Oklahoma. 
Prior to coming to California, were you em- 
Bove i in Oklahoma? [189] A. Yes, sur. 

Q. Doing what? 

A. I was a motion picture operator. 

Q. How much money did you earn in that job, 


OPOrOore 


Mr. Baumgardner? A. $45.00 per week. 
Q. Were you married when you came to Cali- 
fornia ? A. No, sir. 


Q. How long had you been earning this amount 
of $45.00 per week in Oklahoma ? 

A. Three or four years I imagine. 

Q. Did vou have any monev when you came to 


222 Milford R. Bawmgardner, et ux., vs. 


(Testimony of M. R. Baumgardner. ) 
California, Mr. Baumgardner ? A. Yes, sir. 

Q. How much? 

A. $2,000.00 or $3,000.00, maybe $4,000.00. I 
don’t know exactly. 

Q@. When you got here, did you find yourself a 
job, Mr. Baumgardner ? A. Yes. 

@. Doing what? 

A. I took a job as a dishwasher and then I 
started to work in the pool room and the hours 
were 8:00 in the morning until 8:00 in the evening 
and from 8:00 at night to midnight I worked in 
the pool room and from 8:00 in the morning to [190] 
the next night, I was in the fire department. 

@. Where did you sleep? 

A. In the fire department. 

Q@. What compensation did you get from your 
job in the restaurant ? A. $25.00 a week and 
my food. 

(. When were you married? 

A. August 20, 1926. 

Q. Were you with the fire department at that 


time, Mr. Baumgardner ? A. Yes. 
@. At the time you were married? 
A. Yes, sir. 


Q. Do you remember what salary you got from 
the fire department? 
A. $150.00 a month. And then I worked as an 


engineer. 
Q. You later became connected with the Haw- 
thorne police department? A. Yes. 


Q. When? A. “192 
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Q. How long were you employed with the Haw- 
thorne police department ? 

A. From 1927 until June, 1983. 

Q. You were chief of police for a period of time, 
were [191] you not? 

A. Yes; from November 8, 1937, until my retire- 
ment. 

@. In June of 1953? A. “Yes: 

Q. Do you have a family? A. Wes: 

@. How many children? 

A. One daughter and one son. 

Q. At the time you worked in the police depart- 
ment of the City of Hawthorne, did you make any 
money outside of your salary from the city ? 

AR. VY @ssir: 

@. Doing what? 

A. Well, I worked as an extra for parts that you 
play. I do not mean I was a movie star, but I was 
in parts for Metro Goldwyn Studio—oh, it could 
have been for one or two years and on. 

@. And that is in connection with the making of 
pictures, is it? A. Yes, sir. 

Q. What compensation did you receive for those 
services, Mr. Baumgardner? A. $40.00 a day. 

Q. Now, did you derive any portion of income 
from any other source? [192] A. Yes, sir. 

Q. From what? 

A. City of Hawthorne stocks or bonds. 

Q. When did you start buying those bonds of the 
Citv of Hawthorne? 
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A. In the early thirties, 1934 or 1935, something 
around in there. 

Q. Over what period of time did you engage in 
that business ? 

A. Through 1938 and 1939. I cannot tell you the 
exact time. 

Q. From whom did you buy these municipal 
bonds of the City of Hawthorne? 

A. Tad Travers, and there were bonds ex 
changed back and forth between Government offi- 
cials of the City of Hawthorne. 

Q. Do I understand from your testimony that 
not only you but other officials and employees of the 
City of Hawthorne were buying and selling bonds 
of the City of Hawthorne? 

A. Yes. They had meetings in which they stated 
that the bonds were available to any and all who 
wanted to buy them. 

Q. Do you have any idea, Mr. Baumgardner, 
about how much money you made over that period 
of time in buying and selling these municipal bonds? 

A. $12,000.00, $18,000.00, $15,000.00 maybe $16,- 
000.00. [193] 

Q. What did you do with the money? 

A. I kept it at home. 

@. Why didn’t you keep it in the bank? 

A. Well, my experience as a controversial person 
in the City of Hawthorne is that you were always. 
subject to a lawsuit because of false arrest or some- 
thing you had done wrong, so I kept it at home. 
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Q. Were you a controversial person in the City 
of Hawthorne? 

A. tor twenty-nine years; yes, sir. 

Q. Isn’t it a fact that during your experience as 
Commissioner of Police you lost your job and then 
sued to get it back and succeeded ? A. Yes. 

Q. And then you were demoted and finally rein- 
stituted as chief of police? A. Yes. 

Q. So that you have been in and out more than 
once, Mr. Baumgardner ? &, Weg, Gir 

Q. What did you ultimately do with these 
moneys that you had made from the sale of the 
bonds ? 

A. Well, actually, one day you would be rich and 
the next day you would be poor. You could have 
all your money in bonds and exchange it back and 
forth and one month you would be [194] well off 
and the next month you would be poor. 

That went on for a period of time, in the early 
thirties and up to 1939. 

Q. After you had acquired these monies, what 
did you do with the monies? 

A. I invested in real estate, in buying Mortgage 
and Trust Deeds. 

Q. There has been offered into evidence, Mr. 
Baumgardner—I don’t know if you have seen it— 
since you have been in the courtroom, a schedule of 
properties owned by you in the various years. I 
think you have seen it and that we have agreed is 
a correct statement of properties that you owned at 
the time? A. Yes, sir. 
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Q@. And were those properties purchased out of 
these funds? A. Yes; they were. 


Q. Mr. Baumgardner, we have stipulated in this 
case that if Archie Sneed were called to testify, he 
would testify as follows: 

“Q. Do you know Mr. Baumgardner? 

‘CA. Yes, sir. 

“@. How long have you known Mr. Baum- 
gardner ? A. Twenty-five years.”’ 

And he would testify that during the year 1951, 
he [195] was a general partner in the Embassy Club 
and that that partnership consisted of himself as a 
general partner and five hmited partners, and I 
think it was a poker club. 

And that on January 1, 1951, he made a gift of 
five per cent interest in the Embassy Club to you 
and that you paid nothing for it and it was given to 
you by him voluntarily because of your friendship. 

Will you explain the circumstances under which 
Mr. Sneed gave that five per cent interest to you? 

A. There were three or four of us having lunch 
in a restaurant located in Van Ness and Florence 
Avenue, Los Angeles. Mr. Sneed came in and sat 
down at the booth with us and was telling us a story 
about giving—I have forgotten, fourteen or fifteen 
per cent of the business to some friend, who later 
died, and that it cost him $15,000.00 to get it back. 

IT said then, ‘‘ You are big hearted as long as I 
have known you, why don’t you be generous to me?”’ 
And he said, ‘‘ Well, I shall as of now give you five 
per cent.’’ 
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Q. In what? A. Of the Embassy Club. 

Q. And there has been offered in evidence here, 
Mr. Baumgardner, as one of the exhibits, that part- 
nership agreement 4-D—lI will show you, Mr. Baum- 
gardner, Exhibit, Respondent’s Exhibit 4-D, which 
is a photostatic copy of that partnership agreement, 
and ask you if that signature ‘‘M. R. Baumgardner’”’ 
is [196] your signature? A. It looks like it. 

@. Well, it looks like it to you and I stipulated 
that it was. 

Now, Mr. Baumgardner, during the year 1951, 
did you receive any income from the Embassy Club ? 

A. No, sir. 

Q. Mr. Pool has offered in evidence a letter which 
he says he sent to the partners of the Embassy Club 
some time in March of 1952, showing them what he 
claimed to be their distributive share of the income. 

Did you report on your 1951 income tax return 
any income from the Embassy Club? 

A. I do not believe I did because I did not re- 
ceive any. 

Q. That is the reason vou did not report it? 

A. Yes, sir. 

My. Bouchard: Mr. Vitello, do you have a photo- 
static copy of Mr. Baumgardner’s return for 1952? 

Mr. Vitello: Yes. 

My. Bouchard: Can I see it? 

Mr. Sullivan: Here it is. 

Q. (By Mr. Bouchard): Mr. Baumgardner, do 
you remember discussing with Mr. Vitello your 
interest in the Embassy Club? [197] 
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A. Yes, sir. 

Q@. And did you have a conversation with him 
with respect to what you should do in filing your 
future returns with regard to the Embassy Club? 

A. Yes, sir. 

Q. What was it? 

A. On the first interview, I believe with Mr. 
Vitello, he came out with a statement, I believe, that 
was prepared by Mr. Pool, which I had never seen 
before and I had no knowledge of it. 

It stated that there had been a gain or so much 
money earned by the partnership and showed a 
check with my signature on there or alleged to be 
my signature and I said, ‘‘ Well, if that is the case, 
I am more or less in a jam.”’ 

What was the amount of the check? 

$250.00 I believe it was. 

$250.00 ? A. I believe it was. 

And that check was shown to you? 

Yes; it was. 

And the endorsement M. R. Baumgardner 
was on the back of it? 

A. Yes; but it wasn’t my signature. 

Q. Did you advise Mr. Vitello that that wasn’t 
your signature? [198] 

A. I did and as I stated there was a ‘‘t’’ instead 
Cima; aa. 

Q. Was the name “Baumgardner”’ spelled cor- 
rectly ? 

A. I pointed out it was a ‘‘t’’ instead of a ‘‘d.”’ 

Q. I show you the photostatic copy of your 1952 
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income tax return which Government counsel has 


handed me 

Mr. Sullivan: First, may I have that marked for 
identification, please ? 

Mr. Bouchard: Just a minute, if you please. 

Q. (By Mr. Bouchard): This shows $3,238.57 
which apparently vou listed as income in 1952. 

A. Yes, sir. 

Q. Did you ever receive that money ? 

A. No, sir. 

Mr. Bouchard: I will offer this as our exhibit— 
I realize I took it from your file but I assume you 
have got another one. 

Mr. Sullivan: I was going to put it in as my ex- 
hibit if you were not going to do so. 

The Court: Well, we will have to wait for the 
Clerk, unless you ean find the ‘‘admitted’’ stamp 
there. 

Mr. Bouchard: We will just leave that for him to 
do. [199] 

Q. (By Mr. Bouchard): You did, however, re- 
ceive some money during 1952 from the Embassy 
Club, did you not? 

A. After I made a little investigation myself, I 
received some $750.00, I believe it was. 

Q. That was a poker club out in Gardena? 

A. Yes, sir. 

Q. And those clubs are licensed and legal in that 
area ? 

A. Yes; in the state of California. 
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Q. Were you ever in the club ? 

A. Since the very opening, I don’t think I have 
been in there more than three times. I have been 
in there twice prior to this investigation. 

Q. Did you hear Mr. Vitello’s testimony this 
morning, Mr. Baumgardner? A. Yes, sir. 

@. Did you hear his testimony to the effect that 
in one of his interviews with you he inquired about 
commissions that you had reported on your tax re- 
turns for the years 1947, 1948 and 1949, in the 
amounts of $2,000.00, $3,000.00 and $6,000.00? 

Did you hear his testimony to the effect that when 
he asked you what it was that you told him it was) 
from sourees which if you disclosed them to him) 
you might lose your [200] job; did you hear that) 
testimony ? A. Yes. : 

Q. Did you make such a statement to him in any 
of your interviews with him? 

A. It wasn’t that exact statement. I said, ‘It. 
might cause me trouble.”’ ; 

Q. Could it or did it cause you trouble? 

A. The City of Hawthorne states that no em- 
ployee shall receive wages or moneys other than 
their wages unless you have permission of the Civil 
Service Commission and the Council of the City of 
Hawthorne—242. 

Q. Mr. Baumgardner, you maintained a savings 
account at various times in the Bank of America, 
did you not? A. Yes, sir. 

Q. First, let me ask you, did you keep any books 
or records of your various real estate transactions ? 
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me Wo wr; iam sorry [ did not. 

Q. Why didn’t you do it? 

A. I wasn’t in any kind of a business—I did not 
have any kind of education to keep them, if 1 had 
wanted to. 

Q. Respondent’s Exhibit No. 3-C is a schedule 
of interest income received, not received by you but 
rather earned by you during the years 1944, 1945, 
1946, 1947, 1948, 1949, 1950 and 1951, in various 
amounts. In 1944 it is $115.03. You can see those 
totals. Were these amounts of interest [201] paid 
to you during those years or were they credited to 
accounts in the bank ? 

A. All deposited in my name with the Bank of 
America. 

Q. Were there any of them that were paid to you 
by check that you are able to recall? Looking over 
them, for example, this one 

A. Wee; he pmd his by check. 

Q. Who? A. My. Mann. 

Q. And were the others 

A. They were all deposited in the Bank of 
America, Hawthorne Branch. 

Q. And were the moneys that were deposited 
there to your account—did they include principal 
and interest or were they just interest ? 

A. Principal and interest. 

Q. On Trust Deeds owned by you? 

A. Yes, sir. 

Q. We have stipulated, Mr. Baumgardner, that 
in 1935 you acquired a piece of property at 162 
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Ramona Avenue at a price of $2,500.00 and that 
you sold that property in 1944 for $7,353.17; what 
kind of a property was that? A. Dwelling. 

Q. Did you live in the dwelling? 

A. Yes; we did. [202] 

Q. For how long a time? 

A. Oh, I would think somewhere—either—some- 
where around 1938 or 1939. 

Q. And then what did you do with it? 

A. Well, we rented it for a while. 

Q. Until you sold it? A. Yes. 

Q. In 1944? A. Yes. 

Q. During the course of time that you had that 
property, did you have to make any improvements 
on it? A. Yes, sir. 

Q. What were the nature of the improvements 
and what is your best estimate of the amount of 
those improvements, Mr. Baumgardner? 

A. For the entire time I held it? 

Om Ves: 

A. Well, there was dry rot and those bugs that 
eat up furniture, termites. 

@. Termites? 

A. Yes; and after a period of years we got the 
termites out of it and then we put in a retaining 
wall in it, that cost around $2,500.00, I think. 

Q. We have stipulated that you acquired prop- 
erty at 158 Ramona Avenue in 1941 at a cost of 
$2,064.00 and that you [203] sold it in 1944 for 
$5,816.00; what kind of a property was that? 

A. Itis next to the one you mentioned first, and 
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it was in a worse condition than 162. [ had to tear 
the thing down and almost rebuild it. 

Q. Do you have any idea what the cost of those 
unprovements would be? 

A. It was more than 162. It would have cost 
about $3,000.00 I would say. 

Q. Now, we have agreed to stipulate that you 
purchased property at 611, 617 Truro Avenue, Haw- 
thorne, in 1940 and paid $5,236.00 and you sold it 
in 1945 for $11,000.00; what kind of property was 
that? 

A. That piece of property was purchased by my 
father. He wasn’t able to carry it on so I took it 
over for him. I did sell it later on for $11,000.00. 

@. And you made, during the time that that 
property was held by your father or yourself, what 
improvements if any? 

A. The entire City of Hawthorne in those years 
was sunken. Every place in town had to be rebuilt 
and the concrete foundation had to be built higher. 
That was even worse than the two others because 
of the place it was located in and I spent a pretty 
good lump on it. 

Q. What would be your best estimate of [204] 
that? 

A. Well, say $2,500.00, something lke that. 

Q. Mr. Baumgardner, we stipulated in the rec- 
ord—it isn’t pursuant to a written stipulation—that 
in 1945 you loaned $6,500.00 to a man by the name of 
Gibson—do you recall that? Ae Yesy air 

Q. And that in 1946 he repaid you the sum of 
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$6,800.00, is that right? A. Yes, sir. 

Q. Which looks as though you made $400.00 on 
that transaction. That doesn’t appear to have been 
returned as income by you in your return for 1946. 
Why did you not report that? 

A. Ata very short date later, he came to me and 
borrowed $500.00 to go to Kentucky to bury his 
brother who had been shot, so I did not get the 
$400.00. 

Q. Well, you made $400.00 and you loaned him 
$500.00 within a short period of that? A. Yes. 

Q. And did he ever pay back that money? 

A. $50.00 of it I got. 

Q. Is that all you ever got? A. That is all. 

Q. What was the conversation you had with Mr. 
Vitello the first time that he met you in August of 
1952 at the police [205] station in Hawthorne? 

A. He came to the police department, introduced 
himself and showed me his credentials and I made 
the statement that I was used to working with 
Internal Revenue men and I invited him into my 
office. 

The first question I believe he asked me was, ‘‘T 
understand you were a motion picture operator in 
Oklahoma in previous years at $45.00 a week ?”’ 

IT said, ‘‘ Yes, sir,’’ and then I said, ‘‘What are 
you doing? Are you investigating me.”’ 

And he said it was nothing to get worried about, 
it was just a record check. Then he wanted to know 
if IT was married and what were these commissions 
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on my return, and I said, ‘‘Are you putting a 
number on my back instead of a name?’’ And he 
kept emphasizing the fact that it was just a routine 
check. He wanted to know who my accountant was 
and about the various properties and Trust Deeds. 
That 1s just about the conversation. 

Q. At the time he exhibited his credentials to 
you, did you know the different functions of a 
special agent and a revenue agent? A. No, sir, 

@. Was it at the first visit that he asked to see 
the records you had? A. Yes. [206] 

Q@. And you directed him to go to Mrs. Baum- 
gardner and get them? Ao Tadids 

Q. At his request, did you also give him per- 
mission to open your safety deposit box ? 

A. eledad: 

Q. And inspect that? tie” Wes 

Q. And did you tell Mr. Vitello that you had 
made quite a little money in the thirties in dealing 
in Hawthorne bonds? A.” fedids 

Q. And did you tell him that some of this money 
that you had made dealing in Hawthorne bonds 
had been used to improve some of these properties 
that we admit you owned? 

A. I think I did but I am not sure. 

Q. Did you, in your work in the police depart- 
ment, Mr. Baumgardner, earn commissions from 
any sources ? 

A. Well, I think the accountant put them down 
as commissions, but actually I received them as a 
eratuity. Numerous times I would have people come 
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in and ask for private investigations and I would 
receive sometimes $25.00, $50.00 or $100.00. It all 
depended on how much the case for the private in- 
vestigation amounted to. 

Q. Now, when you filed your income tax for 
the years [207] here involved or for any other year, 
for that matter, was it your opinion that you had 
included in your return all of the income that you 
had received during that year? 

A. More than enough, yes, sir. I thought I was 
being very fair. 

Q. Now, on your return of 1949, Mr. Baum- 
gardner, this is Respondent’s Exhibit No. 9-I, you 
report commission of $6,000.00 in 1948; you reported 
miscellaneous commissions $3,000.00 which is Gov- 
ernment’s Exhibit H and in 1947 commission, Ex- 
hibit 7-G, you reported—excuse me, give me a 
moment, your Honor—you reported commissions of 
$2,000.00. 

Now, were those commission amounts that you re- 
ported—what are they intended to cover? 

A. Any moneys I might receive during the year 
for interest, for gratuities or anything that might 
come along, other than my salary. 

Q. I notice that in the year 1949 you reported 
$6,000.00 but in 1950, you did not report commis- 
sions—did you have income from outside sources in 
the year 1950, Mr. Baumgardner? 

A. No, I wasn’t working in the early—in the 
latter part of 1950. 

Q. That was—strike that out, please. Was that 
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one of those vears when you were on the out as 
chief? 

A. That is when I got fired again. [208] 

Q. Then you were reinstated ? 

a Wesesizein 1951. 

Q. Now, I think you testified that all of the in- 
terest Income that you received was shown on the 
Exhibit Respondent’s 3-C, with the exception of the 
income from Mr. Mann which was credited to your 
account in the bank? 

A. To the best of my knowledge, yes, sir. 

@. In the course of your taxable year or prior 
to the time you made out your return for that year, 
did you call up the bank and ask them how much 
money they had eredited to vour account? 

ci. ‘Woy sit. 

Q. It never occurred to you to do it? 

A. No, because I thought Mr. Ludolph knew it 
was about the same every year. 

@. They were on the same Trust Deeds? 

A. Més, sir. 

@. Now, vou heard Mr. Adams’ testimony, did 
you not, Mr. Baumgardner? A. Yes, sir. 

Q. You have also heard it before, haven’t vou? 

A. Several times. 

@. Did you ever have any deals or understand- 
Ing with Mr. Adams that for a consideration that 
you, as chief of police, would afford him police 
protection for operating a [209] house of prostitu- 
tion in Hawthorne? A. Wows. 

Q. Did you ever have any such understanding 
with Mr. Ganatta ? A. No, sif. 
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Q. Did you know Mr. Ganatta very well? 

A. Yes, very well. 

Q. What did he do in Hawthorne? 

A. He owned the City Cab. 

Q. Did Mr. Ganatta ever pay you $300.00 a week 
or any other sum for affording police protection to 
either Mr. Adams or Phyllis Miller, or both? 

A. He or no one else ever paid me any protec- 
tion, period. 

Q. Did you hear Mr. Adams’ testimony to the 
effect that he and Mr. Ganatta had a conversation 
with you in the alley adjoiming the police station? 

A. Yes, sir. 

Q. Did you and Mr. Ganatta and Mr. Adams 
meet in the alley and have a conversation about any- 
thing ? A. Yes, sir. 

Q. What was the conversation and how did it 
take place? 

A. Prior to this meeting of Mr. Adams and Mr. 
Ganatta, I had issued orders to pick up the license 
of Raymond Adams [210] because he falsified his 
application. It states thereon: 

‘“Have you ever been convicted of a felony ?”’ 
And he put on it, ‘‘No.’’ 

And after going through the matter with the 
Federal Bureau of Investigation and the State 
Bureau of Investigation, the reports came back 
showing that he had been convicted so Captain 
Parker was instructed to pick up his cab license. 

The reason for the conversation in the alley was 
Mr. Ganatta asking me to give him another chance. 
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He was financially destitute and he had a wife and 
kids and that I would be doing him a favor, and 
after talking back and forth I agreed to let him have 
it, but that he would have to be responsible and if 
he ever saw anything wrong that he would turn 
the license in himself and he did a short time later. 

Q. Mr. Ganatta did? A. Yes, he did. 

@. Did he discharge Mr. Adams? 

A. Yes, he did. 

Q. By the way, Mr. Baumgardner, have you ever 
been convicted of a criminal act, either a felony or 
a misdemeanor ? 

A. This is my first arrest. 

Q. What do you mean? 

A. The one that Mr. Ganatta was responsible 


Q. Have you ever been convicted ? 

A. I have never been in jail. [211] 

Q. I did not ask you that. You have never been 
convicted of a criminal act, either a felony or a 
misdemeanor, have you? i “No wsim. 

Q. Did you hear Mr. Adams’ testimony to the 
effect that in this conversation you—let me see your 
other hand—did you hear the testimony of Mr. 
Adams that he had this conversation with you that 
you showed him a diamond ring and that you said 
that some madam had given you that? 

A. Yes, I did. 

Q. Did you ever have such a conversation with 
him, Mr. Baumgardner? A. No. 
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Q. How long have you worn that diamond ring, 
Mr. Baumgardner ? A. Since 1946. 

@. Where did you get it? 

A. I got it from the brothers of the lodge. 

Q. What was the occasion for that? 

A. I was made a 32nd degree mason. 

Q. Did you ever get—strike that out, please. 
Did you ever meet Mr. Adams or Mr. Ganatta at 
the donkey basebali games? A. Never. 

Q. Did you ever learn that a house of prostitu- 
tion was [212] being operated in Hawthorne by Mr. 
Adams and Phyllis Miller, Mr. Baumgardner? 

A. Yes, sir. 

Q. How did you learn about it? 

A. Officer McGowan and Officer Hill were the 
two officials that were working on the evening radio 
ear. Officer Hill told me that there was more traffic 
than usual on 141st Street and I said, ‘‘What kind 
of traffie’’? 

And he said, ‘‘T'axicabs.’’ When he was relieved at 
at 8:00 in the morning he reported that to me. The 
next evening I went in the radio car with he and 
Officer McGowan but there was no activity for some 
reason or other and it was shut off before we got 
there. 

Q. How long did it actually operate? 

A. Five or six days. When Phyllis Miller testi- 
fied it was eight days, I will agree with her because 
it might have been eight days before we found it. 

Q. Mr. Adams testified that he had this conver- 
sation with you and he said you said that you would 
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think about it and would suggest a place for him 
to open up. 

A. He would testify to anything because I took 
his hcense from him. 

Q. Well, there is no truth in that statement, is 


there ? mm No. [213] 
Q. How big a town is Hawthorne? 
A. 28,000. 


@. Has there been much or little vice in Haw- 
thorne, Mr. Baumgardner? 

A. Very little vice. 

@. It has the reputation of being a clean little 
community ? A. Yes, that is true. 

Q. Did you ever buy any property, Mr. Baum- 
geardner, in the name of either your daughter or 
your son? 

A. Yes, I bought automobiles but I cannot re- 
member about any real property. 

@. You say you bought an automobile in either 
your son or daughter’s name? A. Yes. 

Q. Why did you do that? 

A. Well, we were always subject to false arrest. 
The more you have in somebody else’s name, the 
less possibility there is that they can take it away 
from you. 

The Court: We will have a short recess. 


(Short recess taken.) 


The Clerk: The Court is now in session. 
@. (By Mr. Bouchard): Mr. Baumgardner, the 
principal items that the Government claims which 
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were left off of your tax returns were [214] in- 
terest and in one case, $20.00 or $25.00 worth of 
dividends that J will refer to in a minute. 

Why did you not, on your tax returns, include 
specifically these items of income which J have 
stipulated to were earned by you in those years? 

A. The biggest part of these—the interest, I 
was paying out more than I was getting in. 

@. Was the interest actually paid to you? 

A. Actually I never received any of it. It was 
deposited in my account. 

@. But as well as having earned income, these 
amounts, were you also paying interest on obliga- 
tions ? A. Yes, sir. 

@. Now, you started building your home in 1948, 


did you not? A. I believe so. 
@. And did that require any cash? 
A. Yes, sir. 


Q. How much? 

A. I borrowed $7,500.00 from the Bank of 
America and I think I have $6,500.00 today. 

Q. And what did the house cost you? 

A. It cost me $14,500.00, all equipped and ready 
to move in. 

Q. You mean furniture [215] 

A. That was furniture and everything. 

Q. Mr. Baumgardner, if there is any income or 
if it is established in this case that there is any 
income that you earned or which was earned by you 
in any of these years that wasn’t reported on your 
return, regardless of what amount it was, was any 
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of that income omitted by you the purpose of evad- 
ing any tax? we No: 

Q. Did you, during these years 1942 to say 1949, 
have any substantial amount of cash on hand ? 

A. Yes, at one time I probably had $15,000.00, 
$16,000.00 or $18,000.00 probably. 

Q. And was that money that was a result of your 
dealing in the bonds you have talked about? 

A. Yes. 

Q. And you did, did you not as police chief, 
make some money on private investigations ? 

A. Yes, sir. 

Q. Now, what was your cash position say during 
the years 1950 and 1951? 

A. Qh, I would be down a few thousand. I built 
four little homes and I was building my own home, 
so I was getting pretty low until I sued the Haw- 
thorne Press and then I got liquid again. 

The Court: You got liquid or licked? [216] 

The Witness: Liquid. 

Q. (By Mr. Bouchard): As a matter fact, you 
recovered rather a substantial amount from the 
Hawthorne Press in the libel action, did you not? 

A. Yes, I did? 

Q. A rather substantial amount? 

ay Yew 

Q. What was the amount? 

Mr. Sullivan: I object. This is not relevant be- 
cause it isn’t in the tax years. 

Mr. Bouchard: Was the suit in 1951, 1952—— 
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The Court: Well, let him answer the question. 
What was the amount? 

The Witness: The judgment was $17,500 and 
there was a settlement of $13,500.00. 

The Court: Did you receive any of these 
amounts in the taxable years? 

Mr. Bouchard: I believe not, your Honor. 

The Witness: The meome tax report will show 
it exactly. 

Mr. Bouchard: No, your Honor. 

May I approach the witness, your Honor? 

The Court: You may. [217] 

Q. (By Mr. Bouchard): Mr. Baumgardner, it 
is the contention of the Government in this case that 
you had some interest in the Beacon Cafe—you 
know where the Beacon Cafe is? A. Yes, sir. 

Q. How long have you known that? 

A. Ever since the beginning, I think, it was in 
1933. 

Q. Where is it located with reference to the 
police station? 

A. It is across Hawthorne Boulevard and about 
one block north from the police department. 

Q. You have heard some testimony in this case 
to the effect—and this testimony comes largely 
through exhibits in the form of escrows that you 
gave Mr. Walker or he understood you put up the 
money for a half interest in the Beacon Cafe—did 
you hear his testimony ? A. Yes, sir. 

Q. Did you put up some of your own money to 
purchase an investment in the Beacon Cafe? 
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& No er. 

Q. Why did you say, ‘‘No, sir’’—I call your at- 
tention to the fact that the escrows show that you 
put up certain money in escrow—explain this whole 
Beacon Cafe transaction to the Court. 

A. All the officials of the City and County used 
to [218] meet for lunch and one day while I was in 
there, I was approached and asked to see what I 
could do for Jimmy Bruno, that he was interested 
in part or all of the Beacon Cafe. It was Andy Lo- 
coco who approached me, and I told him I would 
do what I could. 

After that, Clyde told me that they were trying 
to get 

Q. That is Clyde Walker? 

A. Yes, and one morning I was sitting talking 
in the Beacon Cafe and he said he could get it for 
me, so I think I gave him some cash and possibly a 
eheck. It was about the time that Lee Gibson was 
closing the escrow. 

Q. And that is the $6,900.00 check that we have 
stipulated to here? 

A. Yes, that is right. I endorsed it over to him. 
Any way, after I gave him this money, he told me he 
would take it to escrow and that is how I got in- 
volved with Clyde Walker. 

Q. Did Mr. Lococo make—did Mr. Lococo give 
you any reason why he wanted you to front for 


Jimmy Bruno? 
A. He either stated it was because he was having 
domestic trouble or he had a record. T don’t remem- 
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ber now but I have heard many things since. I think 
it was because of his domestic trouble in Milwaukee. 

Q. You say that this $6,900.00 you got from Gib- 
son you transferred into this escrow; did you ever 
receive that back [219] from Jimmy Bruno? 

A. Qh, yes. 

Q. And any moneys that you advanced in the 
various years you were reimbursed by Mr. Bruno, 
were you? A. Always. 

Q. Now, you remember when Mr. Staten became 
interested in the Beacon Cafe, do you? 

A. Yes, sir. 

Q. What were the circumstances under which he 
became interested ? 

A. Well, we were having a little party for Jim 
Staten’s return from the armed forces and the prop- 
osition was to see if I could get Staten in there and 
he agreed to take it for one year. If he took it over 
at the end of the year he got half of it and if not, 
he was supposed to surrender it. 

Q. Who was he going to surrender it to? 

A. To Jimmy Bruno at the time. 

Q. Is that the extent of your connection or in- 
terest in the Beacon Cafe? A. That is it. 

Q. Was the Beacon Cafe any sort of an invest- 
ment that would have interested you personally ? 

A. Not at all. 

Q. Why? 

A. Because it is a dive at the back and had a 
third [220] rate restaurant at the front. 
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Q. Now, you remember when Mr. Andrew Lo- 
coco took over and started to operate it, do vou? 

A. Yes, just about. 

Q@. You never had any interest in the Cafe dur- 
ing his operation ? 

A. I never had an interest in any cafe or bar, 
period. 

Q. Any of the moneys that you may have put 
up out of your own funds, as for example, the 
$6,900.00 you say you think you put up in escrow, 
you put that up on behalf of Jimmy Bruno and he 
repaid you? A. Yes, sir. 

Mr. Bouchard: I think that is all, your Honor. 


Cross-Examination 
By Mr. Sullivan: 


Q. Mr. Baumgardner, outside of bank and lend- 
ing transactions, what is the largest amount of cash 
on hand that you had at any time? 

A. $16,000.00 to $18,000.00. 

Q. Do you know when that was? 

A. Oh, IT imagine 1947 or 1949 or 1946 possibly, 
somewhere in there. 

Q. Where did you keep it? 

A. At home, all over the joint. 

Q. You never counted it? [221] 

A. Why? TI knew where it was. I felt that it was 


Q. Did you ever take vacations? 
A. Yes, sir. 
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Q. Did you leave the money just there around 
the house when you were on a vacation? 

A. Yes, sir. 

Q. What did you do when you moved from one 
house to another? A. Took it with me. 

Q. Did you count it at that time? 

A. No, I did not. I carried it in my money belt. 

Q. Did you take it out of the places all over the 
house and put it into a money belt? 

A. No, that is when I moved. 

Q. When you came from Oklahoma, you say you 
had $2,000.00, $3,000.00 or $4,000.00? A. Yes. 

Q. You don’t know whether it was $2,000.00, 
$3,000.00 or $4,000.00 ? A. No, I do not. — 

Q. Where did you live when you came out here 
to California? 

A. I stayed in the fire department. That was just 
about 1927. [222] 

Q. Did you live there? 

A. Yes, when I was married I worked six days 
and six nights in the week. 

Q. Did the fire department furnish you with a 
separate room? | 

A. No, it was just a fire department. 

Q. You mean it was just a dormitory? 

A. No, there was only two of us. It was only one 
great big room. 

Q. Where did you have the money then? 

A. In my belt. 

Q. Did you count the money when you got mar- 
ried, Mr. Baumgardner? A. No. 
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Q. Where did you keep it after you were mar- 
ried and moved into a house or apartment ? 

A. Picture frames, put it behind pictures, to- 
bacco cans, coffee cans, and all over the place. 

Q. When did you live at 162 Ramona? 

A. I believe that was 1935 or 1936, somewhere 
in there. 

Q. 1935 or 1940? 

A. No, it would not be 1940 because we were 
living on 611 Truto then. 

Q. Where did you keep the money at 162 Ra- 
mona, Mr. Baumgardner? [223] 


A. In my belt. 
Q. And you moved to 611 Truro from 162 Ra- 
mona, did you? A. Yes. 


Mr. Bouchard: Your Honor, I makes this sug- 
gestion; I have one more witness that I think will be 
reasonably short and I hate to keep this man wait- 
ing. It is agreeable to Mr. Sullivan that we can put 
him on first, if it is agreeable with the Court. 

The Court: It is agreeable to me. You are ex- 
cused, Mr. Baumgardner, meantine. 


(Witness temporarily excused.) 


The Clerk: Will you tell us your name, please? 
Mr. Travers: Tad Travers. 
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Whereupon, 

TAD TRAVERS 
called as a witness for and on behalf of the Peti- 
tioners, having been first duly sworn, was examined 
and testified as follows: 


Direct Examination 
By Mr. Bouchard: 


What is your name, please? 
Tad Travers. 
And your first name is Tad? [224] 
Yes, sir. 
Mr. Travers, where do you live? 
518 Anhurst Drive, Berkeley. 
What is your business or occupation ? 
I am in the oil business. 
What company? 
The Brookline Oil Company of California. 
Are you an officer of that company ? 
I am the president of the corporation. 
What was your business and occupation dur- 
ing te years 1932 to 1940? 
A. Iwas in the investment security business with 
a firm called Crowell, Weedon & Company, Los 


OPOrorporopere 


Angeles. 
Q. And is that one of the larger well-known 
investment houses in this city? A. Yes, it is. 


Q. During the period that you were with them, 
did they do a substantial volume of business in 
securities ? ‘A. Yes, sir. 
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Q. When did you start with them and when did 
you terminate your relationship with them? 

A. 1932, at the inception of that business, that is, 
in that firm, actively until 1940 and then in the ab- 
sence of several years, during the war period up to, 
as I recall, 1946. 

Q. Now, during the period of time that you were 
with [225] Crowell, Weedon & Company, did you 
have anything to do with the municipal bonds of the 
City of Hawthorne? ome NoCSiiGh Rs 

Q. What did you have to do with them? 

A. I might state that I was in charge of the 
municipal bond department. That is a function of 
the business and as such, we were appointed as the 
fiscal agents for the City of Hawthorne in connec- 
tion with proceedings, refunding proceedings cover- 
ing their very special assessment bonds. 

Q. What was the financial position of the City 
of Hawthorne at that time? 

A. It was very much impaired by reason of sub- 
stantially all the properties, due in part to the spe- 
cial assessment of bond discounts that had been 
formed and taxes levied which were delinquent. 

Q. What did you do in connection with your 
employment as a fiscal agent for the City? 

A. Among other things, one of our duties was to 
prepare an analysis of the City’s financial position, 
showing the delinquent properties and the various 
bond discounts that were in default and a compre- 
hensive analysis of facts that would be pertinent to 
the situation, and the purchase—I mean the purpose 
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of which was preparatory to a refunding proceed- 
ing of the special assessment bonds and the subse- 
quent restoration of the delinquent properties to the 
tax rolls. [226] 

Q. What was the only source of the income of 
the City of Hawthorne with which to pay off these 
bonds ? 

A. I might answer your question by stating the 
principal or the prime source of revenue to dis- 
charge the debt would be the proceeds from the levy 
and collection of taxes on the special assessments, 
to provide the funds to service the debt. That would 
be the prime source. 

However, there was an additional source. Under 
that schedule which incidentally, the most of these 
bonds which we are now discussing and for the pur- 
pose of this discussion we will identify as bonds, 
issued under the Municipal Bond Act of 1915— 
there were others, but we will confine our discussion 
to the 1915 bonds. 

Now, in addition to the revenue or the source of 
revenue that I have just testified to, there was a sec- 
ondary obligation in which the City was obligated 
to levy a tax in order to get ten cents on each $100.00 
of assessed valuation over the entire taxable prop- 
erty within the City, to provide additional funds to 
service these bonds. 

Q. What steps, if any, did you take as the fiscal 
agent, to work out a refunding of these delinquent 
bonds? 

A. Asa result of our analyses and our recom- 
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mendations and findings, we recommended to the 
City, one, that we hold a special election for the 
purpose of voting in the matter of bonds, to refund 
and pay off the existing default of the [227] special 
assessment bonds at fifty cents on the dollar. 

Q. Now, in connection with your work at 
Crowell, Weedon & Company, did either Crowell, 
Weedon & Company or you, acquire any of these 
bonds ? A. We did. 

Q. And after acquiring them, did you sell any 
of them? A. Yes, sir. 

Q. Were you in charge of that part of the office 
of Crowell, Weedon & Company that had control in 


this bond market ? A. Yes, sir. 
Q. That was your responsibility in the firm, was 
it, Mr. Travers ? A. It was. 


Q. Now, what, if anything, did you do as fiscal 
agent for the City to apprise the people of the City 
of Hawthorne of the program that you had out- 
lined ? 

A. On numerous occasions, special meetings were 
ealled with the heads and members of the various 
departments, such as police, fire, water department 
and street department, meetings for the purpose of 
foing over in some detail as to the problem on hand 
and the ways and means of accomplishing something 
to affect the refund of the special assessment bonds 
and restore the properties to the tax rolls. [228] 

Q. Are you acquainted with Mr. M. R. Baum- 
gardner, commonly known as Jack Baumgardner, 
seated here at the table with me? 
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A. Yes, sir. 

Q. How long have you known him? 

A. I first became acquainted with Mr. Baum- 
gardener around 1933 to my best recollection. 

Q. And was that in connection with your duties 
as fiscal agent for the City of Hawthorne? 

A. Yes, sir. With this explanation, that at that 
time I am sure, at the time I am speaking of, 1933 
or thereabouts, I wasn’t an officer of the City of 
Hawthorne, that is, as a fiscal agent and under con- 
tract of employment, but we were dealing actively 
in bonds at that time and were familiar with the 
City and had made recommendations to the City. 

Q. Now, did you on any occasion during the 
years to 1930, when you were interested in the bond 
situation out there, did you sell any of these bonds 
—you personally—to Mr. Baumgardener? 

A. I did. 

Q. Did he pay for them? A. Yes, sir. 

@. Were there more than one series of bonds 
that had been issued? 

A. Yes, there were quite a number of series, 
thirty or [229] something lke that. 

Q. Did you give me a figure? 

A. In excess of thirty. 

Q. Were there some series that, from a buyer’s 
standpoint, were preferable to another series? 

A. Yes. 

Q. During those years in the thirties, did Mr. 
Baumgardner ever call you on the phone or talk to 
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you and ask your advice or opinion as to which 
series might be the better one to buy? 

A. He did. 

Q. Now, in dealing with those bonds—first let 
me ask you, are those bonds registered bonds? 


A. Registered bonds? 

@. Yes. A. No, they were coupon bonds. 
Q. Coupon bonds? A. Yes, sir. 

Q. Not registered ? A. No, sir. 

Q. 


Did you, at any time on one or more ocea- 
sions, deliver bonds to the City Treasurer of the 
City of Hawthorne on a receipt basis? 

A. Yes. 

Q. Was that a common practice? [230] 

A. Yes, sir. 

Q. Can you recall whether or not on any occa- 
sions when you delivered bonds to the City Treas- 
urer on receipt basis that vou told the City Treas- 
urer who was going to buy those bonds and who 
they were for? 

A. I have no specific recollection. That was 
twenty some odd vears ago. 

Q. That is right. 

A. I could not answer, no. 

Q. You don’t know? A. No. 

Q. Do you know whether or not on any occasion 
when Mr. Baumgardner may have asked your opin- 
ion as to which would be the better series to buy, 
whether you told him or not that you could have 
bonds of that series delivered for him if he wanted 
them ? A. Well, substantially, yes. 

Q. Have you any idea now as to how many 
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bonds Mr. Baumgardner may have purchased from 
you over the thirties, Hawthorne bonds? 

A. J have no idea as to the specific amount, no. 

Q. Well, would it be $100,000.00 or $1,000.00 or 
$15,000.00 or $20,000. 

A. May I have a drink of water, your Honor? 

The Court: Sure. [231] 

The Witness: Well, it wasn’t of any great ma- 
terial amount such as $200,000.00 or so. If it were it 
would have registered. The best way I could answer 
that question is to say it would be a limited amount, 
maybe some place between $15,000.00 to $35,000. 

When I am speaking of $25,000.00 or $35,000.00, 
T am speaking of the par value of these bonds which 
are seven per cent coupon tax exempt bonds, and 
while that was due and payable by the City, the 
market value of these bonds at that time, they were 
selling at ten cents, twelve cents and fourteen cents 
on the dollar, so I am referring to the amount as 
$25.000.00 or $15,000.00 or $30,000.00 or $35,000.00, 
and I am quoting from my memory. 

Q. (By Mr. Bouchard): I understand. 

A. But the amount I am referring to is the prin- 
cipal amount, which is the obligation to be paid, not 
the market value. I want to make that clear. 

Q. That is right. I suppose the market value 
fluctuated? You could buy them at ten cents and if 
you held them long enough you could get thirty 
cents to the dollar? 

A. A number of bonds in cities, other than Haw- 
thorne, and including Hawthorne, trading at eight 
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cents or ten cents were paid on a par and accrued 
interest basis, but whether those bonds [232] that 
I had sold to Mr. Baumgardner, whether or not any 
or all of these specific bonds were paid by the City 
at par and accrued or at a discount, if any, I have 
no way of knowing. 

Q. But some of the bonds of the City of Haw- 
thorne were paid off at par and accrued? 

A. Yes, some of them were, I know that. 

Q. The fact that these bonds were not registered 
means that they were freely transferable from hand 
to hand? A. They had currency value, yes. 

Q. They had currency value? A, Wes. 

Q. During the thirties, Mr. Travers, were a good 
many, if you know, of the employees of the City of 
Hawthorne dealing in bonds of the City? 

A. Now, when you say ‘‘a good many’’ I don’t 
think there were a good many, and again I want to 
try to answer your questions but you must remem- 
ber this is a long time ago and I want to be as fac- 
tual as I possibly can, and be as directly responsive 
to your questions as I can. 

You say ‘‘a good many ?’’ 

Q. Well, were there other employees that you 
personally know of in the City that were dealing 


in these bonds, Mr. Travers? A. Yes. 
Q. That is good enough. [233] 
A. Yes, sir. 


Mr. Bouchard: All right, that is all. Thank you. 
Mr. Travers. 
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Cross-Examination 
By Mr. Sullivan: 


Q. Mr. Travers, you testified that you sold bonds 
to Mr. Baumgardner? A. Yes, sir. 

Q. Did you sell bonds to him as a representative 
of Crowell, Weedon & Company, or did you sell 
your own personal bonds to him? 

A. Crowell, Weedon. 

Q. The records of these series of sales would be 
in the records of Crowell, Weedon & Company, 
would they not, Mr. Travers? 

A. Yes. I will answer that question, yes. 

Q. As fiscal agent for the City of Hawthorne 
between the years 1935 and 1940, did you know 
whether the City of Hawthorne from the records of 
the bondholders, that is, the people who purchased 
the bonds and the cost when you turned them in? 

A. They would have kept records but for your 
information, these bonds were sold originally—thcey 
were sold both by underwriters and then distributed 
by the underwriter’s again to various clients and in 
the process of collecting [234] bonds, one of the pro- 
eedures would be to send these bonds in and to send 
these in by registered mail with draft attached, and 
in many eases the officers of the City would have no 
direct way of knowing specifically .who was the 
owner of bond number so and so. 

Tt may have been reflected in their books as com- 
ing from the bank or from dealers. The bonds would 
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be recorded as being presented by a dealer or a bank 
as distinguished from the individual who actually 
owned them. 

Q. Crowell, Weedon & Company was the fiscal 
agent for Hawthorne, starting in what year? 

A. Either 1935 or 1936. I don’t remember. It was 
thereabouts, either one of these two years. 

Q. And prior to that time, was there much deal- 
ing by Crowell, Weedon & Company in Hawthorne 
bonds ? 

A. Yes, we were quite active in trading then, yes. 

Q. When was Crowell, Weedon founded, if you 
know, Mr. Travers ? 

A. In 1932, February, March, or thereabouts in 
the year 1932. 

Mr. Sullivan: That is all. 

Mr. Bouchard: That is all, Mr. Travers, thank 
you. 

The Court: You may be excused. 


(Witness excused. ) 


Mr. Sullivan: Mr. Baumgardner, will you re- 
sume the [235] stand ? 
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Whereupon, 


M. R. BAUMGARDNER 
called as a witness for and on behalf of the Peti- 
tioners, having been previously duly sworn, resumed 
the stand and testified further as follows: 


Cross-Examination 
(Continued) 
By Mr. Sullivan: 


Q. Mr. Baumgardner 

The Court: I don’t think we can finish tonight. 
T would like to recess at 4:30 and come back tomor- 
row morning. 

Mr. Bouchard: Off the record, Miss Reporter, 
please. 

The Court: All right. 


(Discussion outside the record.) 


The Court: Back on the record. 

Q. (By Mr. Sullivan): Let us see, we got up to 
T think 611 Truro—when did you live there, Mr. 
Baumgardner? 

A. In the latter part of 1938 or somewhere in 
1939. 

Q. Where did you keep the money when you 
lived there? A. In my belt. 
All the time? A. Yes, sir. 
What denomination were the bills? [236] 
Oh, I had $50.00’s and and $100.00’s. 
How big a packet did that make? 


oroe 
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A. Oh, like that (indicating) and you could turn 
them around. 

Q@. And you moved from 611 Truro to 443 East 
129th Street ? A. I believe so, yes, sir. 

Q. Where did you keep the money then? 

A. I still carried it on me. I was always equipped 
with a gun and everything else. It was good pro- 
tection. 

Q. Why didn’t you keep it around the house? 

A. Well, I had been wheeling and dealing in 
bonds and one day I would have money and the next 
day I would not have money. 

Q. When were vou wheeling and dealing in 
bonds ? A. 1935 to 1939 possibly. 

Q. Is this not the same time that you lived at 
611 Truro and said that you kept it in a belt? 

A. Yes, we moved there in 1938 or 1939. The 
other one was 303 East Delaware. That is where we 
hid it under the rug and I think that was in 1982 or 
1933. I am positive it was. 

@. You testified you got that ring from your 
lodge? A. Yes, sir, the lodge brothers. 

Q. I think you testified that you got it 

A. I got it from eight of them. [237] 

Q. Do you remember their names? 

A. Does that make any difference? 

Mr. Bouchard: I object to that question as being 
immaterial and not relevant to any issues in the 
case. 

The Court: What is the materiality ? 

The Witness: They are all members of the Blue 
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Lodge and none of them are gamblers and none of 
them are policemen. 

Q. (By Mr. Sullivan): Can you give us their 
names ? A. No, sir, I will not. 

Q. Does that ring have any significance? 

A. It is the ring I got when I became a 32nd 
degree Mason. 

Q. To get back to the case on hand, how much 
cash on hand did you have in the year—at the date 
December 31, 1951? 

A. I said $3,000.00 or $4,000.00, didn’t I, al- 
ready? I am not sure because I have been spending 
money on building houses, too, and my own home. 

Q. Didn’t you first testify that Mr. Vitello first 
visited you in 1952? A. Yes. 

Q. And this cash in hand figure has been some- 
thing that has been coming up in this tax investi- 
gation for three years [238] now? A. Yes. 

@. And you haven’t yet been able to decide how 
much you had at certain points? 

A. Well, I am in trouble with the Federal Gov- 
ernment with my job in Hawthorne and I don’t 
know what the dates were or what the monies were. 
I know that I am dealing with the Western Build- 
ing & Loan Company. I cannot tell you because I 
wasn’t going back and counting it every day. 

Q. We are interested here with the amount of 
the cash you had on hand at the end of the years 
1941 through 1951, Mr. Baumgardner. 

Can you tell us the amount of cash you had on 
hand at the end of any one of these years? 
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A” No, sif. 

Q. These bonds that you purchased, did you pur- 
chase any of them direct from the City of Haw- 
thorne? 

A. No, sir, from some of the officials indirectly. 
We would make exchanges with series. I got all of 
mine from Tad Travers. 

Q. Did you hold them until they matured? 

he No, sit. 

@. In the previous trial held in the Southern 
District of California, did you not testify on June, 
1949, as follows: 

Mr. Bouchard: What page? [239] 

Mr. Sullivan: On page 46. 

©. (by Mr Sullivan): ‘QO. Mr. Baumegard- 
ner, how much eash approximately did you have on 
hand, outside of the bank, in your home or in other 
places. in 1935? 

“A. Well, [ started mostly working with bonds 
at that time. Sometimes I had money and sometimes 
I didn’t. I could not give you an answer because 
T don’t know the exact date when I started with the 
bond redemption program out there, and I cannot 
answer that because if it was possible to buy bonds 
in those days, then the possibility was that I was 
down to nothing because T was buying any and all 
the bonds that J could get. 

“Q. Is it your testimony then that sometimes 
vou had money and sometimes you hadn’t? 

Pe. Mat is correct. 

““Q. Could there be a period of one year when 
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you did not have any money? A. Could be. 

‘*Q. Two years? 

‘‘A. This, I think, carried through the years, I 
believe 1935 to 1939, or maybe 1940. I don’t know 
the exact years. You buy bonds and you [240] lay 
them aside until they mature. They pay the money 
and you get your money and put it right back if 
you have an opportunity of buying more bonds.’’ 

Do you remember testifying to that effect, Mr. 
Baumgardner ? 

A. Well, if it is on that transcript, I must have 
testified to it but I cannot remember exactly what 
it is all about. I am trying to give you the facts to 
the best of my honest ability. I don’t think they even | 
did mature. I don’t think any of them have matured. 
If they did, I don’t know anything about it. 

Q. You testified that you bought them from Mr. 
Travers; who did you sell them to? 

A. I bought them—I put them with the officials 
and they put them in the office and when the money 
was available they would get it. 

Q. Who do you mean by “officials’’? 

A. Officials of the City of Hawthorne at that 
time. 

Q. Mr. Baumgardner, you testified on direct ex- 
amination that you put some articles, some assets 
rather, in the names of your children rather than in 
your own name; what was the reason for that now? 

A. In ease of false arrest. 

Q. Were you ever sued for false arrest? [241] 
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A. No, but almost everyone in Hawthorne was, 
exGept.me. 

Q@. Why did you buy certain items in the chil- 
drens’ names and yet other items in your own name? 

A. ‘There was no cash in their names, no eash 
period. It was always hidden. All they could have 
got was an automobile worth $1,250.00 or something 
like that. 

@. When did you buy the automobile in your 
daughter’s name, do you remember? 

A. I believe it was in 1946, but I am not sure. 

@. At that time you had $1,058.00 in the Peoples 
Federal Savings & Loan, $991.00 in the Bank of 
Ameri¢a, commercial account ; 35,183.00 in the Bank 
of America, savings account. Didn't you think 
that 

A. I ean tell you about that. 1 was using that 
car most of the time and the police department did 
not want it in my name, period. 

Q. What was your purpose in buying ‘Trust 
Deeds, Mr. Baumgardner ? 

A. Buying it at a discount. 

Q. What was your purpose? 

A. To get them to pay up and get the interest. 

Q. To make money? A. Yes. 

Q. The purpose was investing—investment? 

A 

Q 


That isn’t investment, is it? 
. Yet, you did not think it necessary to report 
the income from it? A. I did report it. 
Q. What vears did you report? 
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A. I think it is all down on the reports and 
forms that I filed with the Federal Government. 

Q. Ishow you Exhibit 5-E and ask you where on 
that you recorded any interest income or Trust 
Deeds or otherwise, Mr. Baumgardner? 

A. I think I was paying interest that offset any- 
thing that I was getting here. 

@. You did not record it on here? 

A. No, I just balanced my own books in my own 
mind. I don’t think I was beating the Government. 
I think I was trying to be social and liberal. I don’t 
think I was trying to beat anyone. 

Q. And you stated that you got commission, that 
you received gratuities rather, for doing private 
investigations. Did you report that on your tax 
return ? 

A. I think that was covered under other moneys, 
that is the way I reported it on my income tax. 

Q. What years did you receive these gratuities, 
Mr. Baumgardner ? 

A. I think I have mentioned them on the 
forms. [243] 

Q. Do you know how? 

A. I think the exhibits showed the years 1947, 
1948 and 1949. 

Q. Did you receive gratuities in any other years, 
Mr. Baumgardner ? 

A. No, I don’t think so. I was in the fire depart- 
ment part of the time. 

Q. How long have you been a police officer? 

A. Twenty-nine and a half years. 
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@. At that time, you had only received these 
gratuities in 1947, 1948 and 1949; is that right? 

A. Yes, sir. 

Mr. Sullivan: Your Honor, it is now 4:30, and 
I am going to go into another matter, so I think this 
would be a good time to break now. 

The Court: All right, we will recess until 9:00 
tomorrow morning. 


(Witness excused. ) 


(Whereupon, at 4:30 o’clock, p.m., November 
30, 1955, the hearing in the above-entitled mat- 
ter was adjourned to Thursday, December 1, 
1955, at 9:00 o’clock a.m.) [244] 


Proceedings 


The Clerk: The Court is in session. 

Mr. Sullivan: Mr. Baumgardner. 

Mr. Bouchard: Before Mr. Sullivan starts, your 
Honor, I would like to—I cannot find it—but in 
any event, yesterday I was handed a copy of an 
amendment to Respondent’s answer and it is a 
copy of an amendment to Respondent’s answer for 
the year 1947, proposing to increase the deficiency. 

I suppose I should offer a formal reply to it, but 
I would like to have counsel state on the record the 
basis for the alleged increase. I have no idea what 
it is and I think I am entitled to that information. 

The Court: Will you do that, Mr. Sullivan? 

Mr. Sullivan: The deficiency is based on the 
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increased investment in the Beacon Cafe as shown 
by the testimony of James Staten. Mr. Staten testi- 
fied that the $5,760.00 was given to him by Mr. 
Baumgardner. We did not have this as part of Mr. 
Baumgardner’s investment in the cafe. 

Additionally there was $2,000.00 handed to him, 
he said, as cash on hand. The book showed $2,950.00 
as additional investment and cash on hand, and we 
did not have him charged for that, so we increased 
the amount—we increased it by the amount of 
$5,760.00 and €2,950.00. 

Mr. Bouchard: That is sufficient. It is a [247] 
sufficient statement as to what it is, yes. 

The Court: Before we start, I would like to 
finish this case by noon. 

Mr. Sullivan: I will only be about half an hour 
or an hour. 

The Court: Thank you. 


Whereupon 


M. R. BAUMGARDNER 
called as a witness for and on behalf of the Peti- 
tioners, having been previously duly sworn, resumed 
the stand and testified further as follows: 


Cross-Examination 
(Continued ) 
By Mr. Sullivan: 


Q. Just when did you acquire the bonds, Mr. 
Baumgardner, the City of Hawthorne bonds that 
you were dealing in? 
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A. liver since they became available. It was, I 
believe, in 1932, 1933, 1934. 

Q. Didn’t you testify 1t was from 1936 to 1939 
that vou acquired the bonds in a previous trial? 

A. No, I think I testified as soon as they were 
available, Mr. Sullivan. 

@. I direct your attention to page 6 of Mr. 
Baumgardner’s testimony in the previous trial. This 
is on direct examination by Mr. Bouchard. 

““@. Now, Mr. Baumgardner, do you know, 
what, if any, [248] profit you made in buying and 
selling bonds of the Citv of Hawthorne? 

‘‘A. Do you mean the total amount of moneys? 

“®. Yes. 

“A. I imagine it would run between $12,000.00 
and $15,000.00. 

““@. And that was during what period of time? 

-i Wins would say from 1936 or 1937 wntil 
1939, maybe 1940.”’ 

Do you not remember so testifving in the eriminal 
trial, Mr. Baumgardner ? 

A. If it so states in that testimony, yes, sir. 

Q. Are you changing your testimony now to say 
that vou acquired them before 1936, 1937 or 1939? 

A. I was under the impression that I testified 
also that I bought these as soon as they were avail- 
able, Mr. Sullivan, and [ have a pretty good mem- 
ory. 

Q. Before 1935 you had how much invested in 
bonds approximately ? A. Almost all F had. 
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Q. What would your best estimate of that 
amount be, Mr. Baumgardner? 

A. $2,000.00 or $3,000.00. 

Q. Yesterday I showed you Exhibit 5-E which 
I now show you and J asked you if there was any 
interest shown on this [249] return. 

Your answer was—and correct me if [I am 
wrong—to the effect that you paid out interest in 
about the same amount that year, so you thought 
they balanced off. A. That is true. 

Q. I direct your attention to Exhibit 1-A, the 
schedule of assets and liabilities. A. Yes. 

Q. You have no liabilities in the year 1946. I 
want to ask you now if you had additional assets 
on which you owed money, rather than what appear 
on there? 

A. Well, I must have. I was buying property. 

Q. In this proceeding we are attempting to de- 
termine your income by using the net worth method. 
If you had other assets, we are very much interested 
in finding out what they were. 

A. They were probably liabilities instead of as- 
sets, Mr. Sullivan. 

Q. Do you know what the liabilities were where 
you paid this interest in the year 1946? 

A. Well, I was buying two or three pieces of 
property, and I was paying interest on those. In 
fact you mentioned one which I had forgotten about 
and which was the subject of mortgage. All I was 
allowed to pay was $20.60 a month; that is [250] 
one. 
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I might have others, but I cannot remember the 
names of them. 

Q. I show you Syndicate Mortgage here in Ex- 
hibit No. 1-A, and note at the end of 1941, the 
balance was $1,252.35, and at the end of 1942, the 
balance was $246.15, and at the end of 1943 the 
balance was zero. 

I ask you if that is the same Syndicate Mortgage 
interest payment you are talking about? 

A. It must be. 

Q. Then you did pay Syndicate Mortgage in 
1946, interest to them, that is? 

A. It is possible, whatever the years were. 

Q. I show you Exhibit 3-C. You will note that 
1946 the amount is $1,093.39 interest income and 
is it your testimony that you had interest payments 
to offset that? 

A. No, sir; not on this schedule, no, sir, but I 
had invested moneys. 

Q. I think your testimony was, Mr. Baumgard- 
ner, that the commissions listed on your returns for 
the years 1947, 1948 and 1949 included interest 
income; is that correct? 

A. Yes, sir; any and all moneys I made over 
and above my salary. 

Q. Now, in 1950 and 1951, you did not report 
commission income, is that correct ? 

A. I was out of work for about a year. [251] 

The Court: The fact that you were out of work 
would not have cut off whatever intrest pavments 
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were being made to you, would it? It would not 
have any effect on your interest income? 

The Witness: I believe in those years, your 
Honor, I was paying money all out and I wasn’t 
making anything at all. I was building four houses 
plus my home and TI wasn’t making anything. Ac 
tually I was paying it all out, it was expenditure. 

Q. (By Mr. Sullivan): I show you Exhibit 
10-J. You have the City of Hawthorne listed for 
€3,485.50. Isn’t it true that vou earned that income? 

A. That was prior to August. 

@. But you earned that income in that year 
1950? A. Mes: 

Q. Isn’t it true that vou received $626.18 inter: 
est Income as shown on Exhibit 3-C? 

A. That is what it says on the report. 

Q. Is it true that in 1951 you earned $6,061.70 
from the City of Hawthorne as shown in the tax 
returns ? 

A. That is when they reimbursed me for my 
being out of work and remstated me, and I paid 
income tax on that. 

Q. Isn’t it true that you did get paid from the 
City of Hawthorne? [252] 

A. J always did get paid. I had twenty-nine 
years’ service. I have never been convicted of any- 
thing. There never were any charges. There are 
some rotten politicians there, your Honor, who want 
me out and sometimes I got paid for a lot of times 
that I wasn’t there. 
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Q. Did you earn commissions from investiga- 
mons in 1950 or 1951? 

A. I have been in litigations ever since 1950. | 
do not believe I have ever had a chance to make 
a contact with any one, Mr. Sullivan. 

Q. The costs of litigation are as stated in Ex- 
hibit 2-B, legal fees reinstatement $800.00 in 1950 
and $370.00 in 1951, is that true? 

A. I don’t know whether your records are true 
or not. I cannot remember the figures but I have 
been paying out ever since I can remember in 1950, 
attorneys fees and all that goes with them. 

Mr. Sullivan: Will you mark this as Respond- 
ent’s Exhibit next in order for identification, 
please ? 

The Clerk: RR. 


(The document above referred to was marked 
Respondent’s Exhibit RR for identification.) 


Q. (By Mr. Sullivan): I show you Respond- 
ent’s Exhibit RR marked for identification and ask 
you if that isn’t a copy of a letter [253] you wrote 
to the City of Hawthorne about the investigation in 
Gardena? A. It speaks for itself. 

Q. It is? A. Yes, it is. 

Q. You admitted receiving investigation com- 
missions in 1950 and 1951 in the amount of $400.00 
or $500.00? 

A. I will give the exact testimony here as I did 
in the criminal ease. 

The Court: What was that? 
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The Witness: I was doing some investigation 
for Fred Carr, who owned the buildings. Fred Carr 
did say he would give me $400.00 or £500.00 to con- 
duct this investigation. He promised me and 
promised me; I have seen him a dozen times—that 
during his investigation he would pay me, but he 
was always too drunk, so the way he died, well, 
probably he bought twelve cases of whisky and 
Jocked himself in his room and he died there and I 
have never got his money. 

That is when the Hawthorne Press and the rotten 
politicians who are in the job now were doing every- 
thing to have me dismissed. I was dismissed without 
charges and had to go to the Appellant Court of 
California to get reinstated. I did write that letter. 

Q. (By Mr. Sullivan): Do you understand the 
verb ‘‘receive’’ to be the present [254] tense? 

A. I don’t know what you mean. 

Q. This club is it a—— 

A. It is a poker club. 

Mr. Sullivan: At this time, your Honor, I would 
like to offer Exhibit RR for identification in evi- 
dence. 

Mr. Bouchard: No objection. 

The Court: Admitted. 


(The document heretofore marked Respond- 
ent’s Exhibit RR was received in evidence.) 


Q. (By Mr. Sullivan): What years were you 
doing the extra work in the movies that you testified 
you received $40.00 a day for? 
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A. I started in 1928 and probably ended up in 
two or three years. 

Q. Do you now recollect how much money you 
made in any of those years? 

A. No, it would average about $40.00 a day any 
time I was there. 

Q. Did you work one day? 

A. It all depends on what the picture was. 

Q. Did you report this on your income tax re- 
turns, Mr. Baumgardner ? A. No, sir. 

Q. You testified on direct examination [255] 
that you expended money to renovate houses at 158 
and 162 Ramona and at 611 Truro? 

A. Yes;.sir: 

Q. Do you remember what year you spent money 
to renovate 158 Ramona ? 

A. It was in the beginning when I bought it. I 
don’t know the date or the year even. The whole 
thing was riddled with termites. I could not sell it 
until I had repaired it, so I started to do that. 

Q. Did I understand your testimony that after 
that—you kept the money in the house until 1932 
and after that you carried a money belt? 

A.  Yesy sir. 

Q. Is that the same way that you testified in 
the criminal trial? 

A. I don’t know what I testified. I think I said 
I kept it around the house. I don’t think there was 
any place mentioned except on one particular oc- 
easion. 

Q. I direct your attention to questions that 
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were asked in the previous trial and ask you if you 
testified as follows: 

Mr. Sullivan: This is page 40, Mr. Bouchard. 

Mr. Bouchard: Thank you. 

Q. (By Mr. Sullivan): ‘‘Q. (By Mr. Hock- 
man): At the end of 1946—— [256] 

“A. Well, 1946 

‘““Q. The end of 1946? 

‘A. I don’t remember. You are going back too 
far. 

‘‘. Where did you keep the money, sir? 

‘‘A. All over the place. 

‘‘@. Under the rug? 

‘“A. All over my house. Pardon me, your Honor, 
under the rug, in coffee cans and im tobacco cans. 
In fact, I had it all over the house, any place I 
eould hide it.’’ 

Did you so testify in the criminal trial, Mr. 


Baumgardner ? 

A. Yes, I did. 

Q. You did not mention the money belt in the 
eriminal trial, did you? A. No, I did not. 


Q. Did you forget about it? 

A. No. I got quite a bit of publicity so I stuck 
with it because it was true. No one wants to believe 
the truth, but I stuck with it. 

Q. When did you keep—strike that, please. 

When did you complete your dealings in bonds 
in the City of Hawthorne? 

A. In the latter part of 1949 or close to it. 
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Q. You mean 1949? [257] 

a 99e9 > 1-dont think it was in 1940. I think 
it was completed in 1939. 

Q. Isn’t it true that you applied for a loan of 
£200.00 from the Bank of America in 1937 and were 
turned down, Mr. Baumgardner? 

A. It could be. 

Q. Did you apply for a loan of $200.00 in 1938 
to make a trip on vacation to Oklahoma? 

A. It could be. I tell you I bought so many 
bonds, I hadn’t a nickel. 

The Court: Do you mean those bonds were not 
sufficient security to apply for a small loan? 

The Witness: Mr. Posterweight and Mr. Travers 
came out in 1942 or 1943 for the City of Hawthorne 
doing research on bond redemptions. I was assigned 
as a sergeant to haul Mr. Posterweight and Mr. 
Travers to any and all meetings or places for the 
purpose of picking up City of Hawthorne bonds. 

After they had been appointed as fiscal agents of 
the City of Hawthorne, the City Couneil and the 
City attorney and the two special agents or the 
fiscal agents sat down and drew up condemnation 
proceedings against any and all dwelling properties, 
Which I think was fifty-five per cent delinquent in 
the City of Hawthorne. 

After this condemnation proceedings was finished, 
then they advertised that an auction would be held 
and at [258] that time all properties that were 
listed would be sold at an auetion, and all sueh 
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moneys taken in from the auction would be used to 
pay off those City of Hawthorne bonds, 1959. 

City employees, such as policemen, firemen, treas- 
urer, city clerk, building inspector, city attorney 
and all the council did participate in the buying of 
these City of Hawthorne bonds, which took a period 
of years. 

All pieces of property were auctioned off and that 
is the way the money was handled and the way we 
were paid on our bonds and why it took so long. 

The Court: You held them until the property 
was sold? 

The Witness: Yes. 

The Court: And then when some of the bonds 
came in 

The Witness: In other words, we were close 
enough that they would say, ‘‘How many of these 
do you want’’? | 

And I would eall Mr. Travers, whatever they 
were, and say, ‘‘ Which series are the best to take’’? 

When these things came along and they did pay 
me so much money, I would take it right back in 
bonds. 

Q. (By Mr. Sullivan): Did you testify that 
when you prepared your 1951 return, you did not 
know about your interest in the Embassy Club 
proposition? [259] | 

A. All I knew is what Mr. Vitello told me. 

Q. Mr. Vitello did not contact you until August 
A. 1952. | 
Q. It was received by the Government on March 


of. 
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17, 1952; at the time you prepared your returm to 
forward it to the Government, did you know any- 
thing of your interest in the Embassy Club? 
A. I had heard about it through the Grand Jury 
of Los Angeles County. 

Q. On direct examination you stated substan- 
tially that you did not put money in banks because 
’you were afraid you would be sued for false arrest, 
‘is that correct? By es, sir. 

Q. When was this period that you had this fear 
‘of being sued for false arrest ? 

A. Up until the time I started putting up the 

buildings and putting my money into buildings. 
> Q. Do you have any idea when that period was? 

A. I don’t know. As soon as I started getting a 
little money on the bonds, I might have had enough 
‘in there to take over things but it never got too 

big until I was building the four places and my 
‘home. I was in and out of there and the Deeds and 
“mortgages were paying off. 

‘ Q. Then you lost your faith in banks, is that 
‘right, Mr. Baumgardner? [260] A. Yé6s, sit. 

Q. Who handled the vice matters in Hawthorne 
with the police department, when you were chief of 
police, Mr. Baumgardner? A. I did. 
 Q. You testified on eross-examination yesterday 

that in 1946 the De Soto was put in the name of 
your daughter because you used it in police work? 

A. I believe that was the vear. I have always 

done it since that. It made it double or treble for 
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the cost of insurance if you had put it in your own 
name, so I put it in my daughter’s name. 

Q. How old was your daughter at this time in 
1946, Mr. Baumgardner ? 

A. She is eighteen now. I am not very good at 
figures. 

Mr. Sullivan: That is all. 

Mr. Bouchard: We are going to finish by noon 
all right. 

IT think perhaps it is fair to point out to your 
Honor that what is in this record is just informa- 
tion, of course, at this stage. 

In the exhibit showing the schedule of interest 
income which was stipulated was earned by the 
Petitioner in the year 1950, the total amount is 
£626.18. The Commissioner [261] has determined, 
in determining the tax lability of the Petitioner, 
that during that year, 1950, he was entitled to ad- 
ditional deductions which did not appear in his 
return in the amount of $1,728.00. That appears in 
the deficiency letter which is part of the record in 
this case. 

In 1951 the interest earned by the Petitioners and 
eredited in the bank account is the sum of $550.53 
and the Commissioner in his deficiency letter has 
determined that the taxpayer is entitled to an ad- 
ditional deduction for taxes and legal fees of about 
$834.13, which he did not take into account. 

Mr. Baumgardner just one or two questions. 
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Redirect-Examination 
By Mr. Bouchard: 


Q. Do you belong to any service clubs in the 
City of Hawthorne? A. Yes, sir. 

Q. What clubs? A. The Brotherhood Club. 

Q. How long have you been a member of the 
Rotary Club, Mr. Baumgardner? 

A. Eighteen years. 

Q. Are you still a member? A. Yes. 

Q. I understand you met Mr. Travers while 
acting as his [262] chauffeur in connection with 
the Hawthorne affairs? A. That is right. 

Q. Did you buy any of these Hawthorne bonds 
from anyone at Crowell, Weedon other than Mr. 
Travers ? 

A. I bought them all from Mr. Travers. 

Q. Now, there was some testimony by Mr. Vi- 
tello to the effect that Mr. Baumgardner told him 
that you were quite a gambler; are you? 

A. I do not even know one ecard from the other. 
I back a horse once in a while. 

You bet on a horse now and again? 

Yes. 

Do you ever go to Las Vegas? 

Yes, once in a while. 

But you are not a gambler? 

No, sir; I don’t know the slightest thing 
about it. Let me correct that. I do know draw poker 
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from stud poker, what they are playing but I do 
not know how to play it. 

Q. You told Mr. Sullivan in answer to one of 
his questions that you could not tell him the amount 
of cash you had on hand at the end of any one year 
starting with 1941. Can you make any reasonable 
estimate ? 

A. I testified in the criminal court that it was 
$6,000.00, $8,000.00 or $10,000.00. I don’t know ex- 
actly what it was. [263] 

Q. Did you know at the end of each of the years 
involved in this proceeding that you had more and 
substantially more cash on hand than $100.00? 

A. I always had _ $6,000.00, $8,000.00 or 
$10,000.00. After I got into this bond business I 
never had anything in my pocket. 

Q. Let me ask you this. I think you have in- 
dicated it perhaps but I want to be sure and get it 
established in the record. 

Was there, during the years 1930 and 1931 which 
are the years when this redemption program of the 
Hawthorne City bonds was being worked out, was 
there a good deal of trafficking in these bonds by 
police officials and employees of the City of Haw- 
thorne ? 

A. Yes, sir; all that had any money at all. In 
fact, they were holding these meetings so that the 
public could get aware of it and participate in it 
if they wished. 

Mr. Bouchard: In the interest of saving time, 
may I approach the witness? 
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The Court: Certainly. 

Mr. Bouchard: That is all, your Honor. 
Mr. Sullivan: No questions. 

The Court: You are excused. 


(Witness excused.) 


Mr. Bouchard: JI know your Honor is waiting 
for me [264] and I thought I had something I 
wanted to do and I will probably get half way 
down the street and remember it, but I think, your 
Honor, I will have to say that that is all. 

The Court: Mr. Sullivan, do you want to file 
the amended answer or have you done that? 

Mr. Sullivan: J filed it with the Clerk yester- 
day. 

I would like at this time to have it stipulated that 

if Mr. Perkins was called as a witness, he would 
testify as follows—— 
. Mr. Bouchard: I would like one further stipu- 
lation with respect to that and that is that Mr. Per- 
kins is no longer employed by Crowell, Weedon and 
since that, Crowell, Weedon doesn’t have records 
prior to the year 1936 with reference to these Haw- 
thorne bond transactions, is that correct? 

Mr. Sullivan: That is correct. 

Mr. Bouchard: All right. 

The Court: Huis testimony will be admitted. 

The Clerk: SS, your Honor. 


(The document above referred to was marked 
Respondent’s Exhibit SS and received in evi- 
dence. ) 
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Mr. Sullivan: That is all for the Respondent, | 
your Honor. 

The Court: I would like to dispose of this case 
by deciding it from the bench but I am not going to 
because [265] there are so many stipulations. 

Mr. Sullivan: I was just going to make such a 
motion and ask your Honor if he would give 

The Court: Sixty days for filing briefs and 
thirty days to reply. 

Mr. Bouchard: Very well, thank you. 

The Clerk: Thank you, gentlemen. 

The Clerk: If your Honor, please, counsel for 
the Respondent has charge of all the exhibits 1-A 
through 17-Q and Respondent’s Exhibits R through 
SS. 

That is the complete calendar setup for this ses- 
sion for the Court in Los Angeles. 


(Whereupon, at 9:55 o’clock a.m., Thursday, 
December 1, 1955, the hearing in the above- 
entitled matter was closed.) 


Filed December 12, 1955, T.C.U.S. [266] 
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CERTIFICATE 


I, Howard P. Locke, Clerk of the Tax Court 
of the United States, do hereby certify that the 
foregoing documents, 1 to 21, inclusive, constitute 
and are all of the original papers on file in my office 
as called for by the ‘‘Designation of Contents of 
Record on Review,” including joint exhibits 1-A 
to 17-Q, inclusive, attached to stipulation of facts, 
respondent’s exhibits R to Z, inclusive, AA to EE, 
inclusive and GG to SS, inclusive, (FF marked for 
identification only and not left with record), in the 
eases before the Tax Court of the United States 
docketed at the above numbers and in which the 
petitioners in the Tax Court have initiated an ap- 
peal as above numbered and entitled, together with 
a true copy of the docket entries in said Tax Court 
eases, as the same appear in the official docket book 
in my office. 


In testimony whereof, I hereunto set my hand 
and affix the seal of the Tax Court of the United 
States, at Washington, in the District of Columbia, 
this 3rd day of December, 1956. 


[Seal] /s/ HOWARD P. LOCKE, 
Clerk, Tax Court of the 
United States 
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[Endorsed]: No. 15397. United States Court of 
Appeals for the Ninth Circuit. Milford R. Baum- 
gardner and Pearl EK. Baumgardner, Petitioners, vs. 
Commissioner of Internal Revenue, Respondent. 
Transcript of the Record. Petition to Review a 
Decision of The Tax Court of the United States. 


Filed December 17, 1956. 
Docketed: December 24, 1956. 


/s/ PAUL P. O’BRIEN, 
Clerk of the United States Court of Appeals for the 
Ninth Circuit. 


